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SAVINGS  AND  LOAN  ASSOCIATIONS 
Conflicts  of  Interest 

Septembis  15,  1975. 

The  following  summary  of  the  amend¬ 
ments  proposed  by  this  resolutk>n  Is  pro¬ 
vided  for  the  reader’s  convcnlenoe  and 
is  subject  to  the  full  explanation  in  the 
following  preamble  and  to  the  specific 
provisions  of  the  regulations.  The  ways 
in  which  the  amendments  proposed  by 
this  resolution  differ  from  present  regu¬ 
lations  and  from  the  amendments  pro¬ 
posed  in  November,  1974,  are  discussed 
in  the  text  of  this  preamble,  which  fol¬ 
lows  the  summary.  A  number  of  these 
proposed  amendments  contain  phase-in 
provisions. 

I.  General 

A.  The  amendments  proposed  by  this 
resolution  would  be  applicable  to  all  in¬ 
sured  institutions. 

B.  Generally,  the  non-regulatory  con¬ 
trols  presently  in  effect  would  be  stated 
in  regulatory  form,  with  allowances  for 
phasing-in.  Some  of  these  requirements 
would  be  strengthened  while  others 
would  be  liberalized  or  eliminated. 

C.  The  regulatkms  presently  applica¬ 
ble  to  Federal  associations  are  generally 
limited,  and  a  result  of  this  proposal 
would  be  that  the  scope  and  rigor  of  such 
reguilations  would  be  generally  extended. 
Federal  regulations  would  be.  rev(*ed  to 
the  extent  they  are  inconsistent  or 
redundant. 

D.  The  regulations  presently  applica¬ 
ble  to  State-chartered  insured  institu¬ 
tions  are  more  limited  than  those  appli¬ 
cable  to  Federals,  and  the  scope  and 
rigor  (rf  these  regulations  thus  would 
also  be  extended. 

n.  New  Insurance  Regulations  §§  561.29, 
561.30,  561.31  AND  561.32:  Definitions 

A.  Affiliated  person.  An  affiliated  per¬ 
son  of  an  insured  institution  is : 

1.  Any  director,  officer  or  controlling 
person  (defined  by  §  561.28)  of  such  in¬ 
stitution; 

2.  A  spouse  of  any  director,  ofiBcer  or 
controlling  person  of  such  institution: 
and 

3.  A  corporation,  partnership  or  trust 
In  which  any  of  the  persons  in  (1)  or  (2) 
has  an  equity  or  income  beneficiary  in¬ 
terest  which  exceeds  10  percent  individ¬ 
ually  or  15  percent  collectively. 

B.  Immediate  family.  A  person’s  im¬ 
mediate  family  means: 

1.  Such  person’s  spouse,  father, 
mother,  children,  brothers,  sisters  and 
grandchildren;  ^ 

2.  The  father,  mother,  brothers  and 
sisters  of  such  person’s  spouse;  and 

3.  'The  spouse  of  a  child,  brother  or 
sister  of  such  person. 

C.  Director.  ’The  term  “director”  means 
any  director,  trustee  or  other  person  per¬ 
forming  similar  functions. 

D.  Officer.  The  term  “officer”  means 
the  chairman  of  the  board,  the  presl- 


dmt,  any  vice  president,  (other  than  a 
second  vice-president,  assistant  vice- 
president  or  other  vice-president  having 
similar  authority)  the  secretary,  the 
treasiu^r,  the  comptroller,  and  any  oth¬ 
er  iJerson  performing  similar  functions. 

HI.  New  Insurance  Regulation  §  563.33: 
Directors,  Officers  and  Employees 

A.  Sets  fortii  restarictions  concerning 
composition  of  boards  of  directors  of  in¬ 
sured  institutions.  Full  compliance  would 
be  required  by  1978  annual  meeting. 
Existing  directors  could  not  assume  new 
relationships  which  violates  these  re¬ 
strictions.  New  directors  could  not  be 
elected  in  violation  of  these  restrictions. 
Dii'ector  restrictions  are: 

1.  A  majority  to  live  or  work  in  insti¬ 
tution’s  normal  lending  territory; 

2.  Not  more  than  2  (or  Va  whichever 
is  less)  to  be  officers  or  employees  of  in¬ 
stitution  or  an  affiliale  (affiliate  defined 
in  terms  of  25%  voting  rights) .  'This  lim¬ 
itation  does  not  apply  to  one  director 
elected  in  connection  with  each  mergw 
until  the  third  annual  meeting  after  such 
merger,  if  the  director  was  an  officer  or 
employee  of  the  disappearing  institu¬ 
tion; 

3.  Not  more  than '2  (or  Vs,  whichever 
Is  less)  to  he  members  of  same  immedi¬ 
ate  family; 

4.  Not  more  than  1  to  be  attorney  with 
same  law  firm;  and 

5.  Not  more  than  2  (or  Vs,  whichever 
is  less)  to  be  directors  of  other  financial 
institutions  or  their  affiliates.  Exceptions 
for  full-time  salaried  officers  and  em¬ 
ployees  of  insured  institution  and  its 
affiliates,  and  for  directors  of  other  fi¬ 
nancial  institutions  and  their  affiliates  if 
neither  the  financial  institution  nor  any 
financial  institution  affiliate  thereof  has 
an  office  in  any  county  or  standard  met- 
roiK>litan  statistical  area  in  which  the 
insured  institution  has  an  office.  Not 
more  than  1  to  be  director  of  same  other 
financial  institution  or  affiliate.  None  to 
be  officers  or  employees  of  other  finan¬ 
cial  institutions  or  affiliates.  Exception 
to  all  restrictions  In  (5)  for  a  financial 
Institution  and  its  affiliates  if  financial 
institution  is  an  affiliate  of  the  insured 
institution. 

B.  Precludes  officers  of  insured  institu¬ 
tions  from  being  officers  or  employees  of 
any  other  financial  institution  or  its  affil¬ 
iates  unless  the  financial  institution  is 
an  affiliate  of  the  Insured  institution. 
Same  compliance  provisions  as  for  direc¬ 
tors  in  A  above. 

C.  Exhibits  use  of,employees  of  an  in¬ 
sured  institution  or  its  service  corpora¬ 
tion  affiliates  t defined  in  terms  of  at 
least  50%  ownership)  to  do  work  for 
affiliated  persons  without  compensation 
to  such  institution  or  service  corporation. 

D.  Prohibits  clearly  excessive  compen¬ 
sation  to  directors,  officers  and  control¬ 
ling  persons  of  an  insured  institution  and 
service  corporation  affiliates  thereof  by 
such  institution  or  service  corporation 
affiliate.  Guidelines  for  determining 
clearly  excessive  compensation  are  pro¬ 
vided. 


IV.  Revised  Insurance  Regulations 
563.34:  Selection  of  Depository 

A.  Revised  regulation  would  prohibit 
an  insured  Institution  from  establish¬ 
ing  or  maintaining  a  depository  relation¬ 
ship  with  a  depository  with  which  such 
insUtution  has  an  “interlock”  unless  ap¬ 
proved  in  writing  by  the  Conxiration. 
Existing  interlocks  would  not  be  not  af¬ 
fected  imtil  1978  annual  meeting. 

B.  An  “Interlock”  exists  whenever  a 
depository  is  an  affiliated  person  of  the 
insured  institution,  or  any  affiliated  per¬ 
son  of  the  institution  is  a  director  or  offi¬ 
cer  of  the  depository  or  of  an  affiliate  of 
the  depository. 

V.  Revised  Insurance  Regulation 
§  563.35:  Restrictions  Involving  Loan 
Services 

A.  No  insured  institution  could  make  a 
loan  on  condition  that  the  borrower  con¬ 
tract  with  any  specific  person  or  orga¬ 
nization  for  the  following: 

1.  Insurance  services  (as  an  agent, 
broker  or  underwriter) ,  except  insurance 
or  guarantee  provided  by  a  government 
agency; 

2.  Building  materials  or  construction 
services; 

3.  L«gal  services  rendered  to  the  bor¬ 
rower;  or 

4.  Services  of  a  real  estate  agent  or 

broker. 

B.  Insured  institutions  would  have  to 
notify  home  borrowers  (“home”  defined 
in  S  541.10-2  as  1-4  family  dwelling)  at 
or  prior  to  commitment  of  their  right  to 
select  person  or  organization  rendering 
insurance  services.  However,  an  institu¬ 
tion  could  refuse  to  make  a  loan  if  it 
believed  on  reasonable  grounds  that  in¬ 
surance  services  provided  by  person  or 
organization  selected  by  borrower  would 
afford  the  Institution  insufficient  pro¬ 
tection. 

C.  An  insured  institution  could  re¬ 
quire  h(xne  borrowers  to  reimburse  the 
institution  for  legal  services  rendered  to 
the  institution  by  its  attorney,  or  to  di¬ 
rectly  pay  for  such  services,  only  if: 

1.  The  fee  was  limited  to  legal  services 
attributable  to  such  loan; 

2.  Such  fee  was  supported  by  a  state¬ 
ment  prepared  by  or  on  behalf  of  the 
attiMYiey  which  described  the  legal  serv¬ 
ices  performed,  set  forth  the  time  spent, 
and  disclosed  the  hourly  rate  or  other 
basis  for  determining  the  fee;  and 

3.  After  1978  annual  meeting,  neither 
sudi  attorney  nor  any  attorney  in  his 
law  firm  was  an  affiliated  person  of  such 
institation. 

(D)  After  1978  annual  meeting,  a 
home  borrower  could  be  required  to  re¬ 
imburse  the  institution  for  appraisal 
services,  or  to  directly  pay  for  such  serv¬ 
ices,  only  if  neither  the  appraiser  nor 
any  aiHnniser  in  his  firm  was  an  affili¬ 
ated  person  of  such  institution. 

E.  Exc^ion  from  (C)  and  (D)  for 
persons  acttog  as  attorneys  and  apprais¬ 
ers  wiu)  are  full-time  salaried  officers  or 
employees  of  the  institution,  and  do  not 
receive  additional  compensation  for  such 
services. 
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VI.  New  Insurance  Regulation  S  563.40: 
Payment  of  Fees  to  Affiliated  Per¬ 
sons 

A.  Prohibits  affiliated  persons  of  an 
Insured  institution  from  receiving,  di¬ 
rectly  or  indirectly,  a  loan  procurement 
fee  from  the  institution  or  any  service 
corporation  affiliate  thereof  . 

B.  Applies  the  kickback  and  unearned 
fee  prohibitions  in  sec.  8  of  the  Real 
Estate  Settlement  Procedures  Act  of  1974 
(RESPA)  to  all  loans  by  insured,  insti¬ 
tutions  and  their  service  corporation  af¬ 
filiates  secured  by  real  property,  whether 
or  not  covered  by  RESPA.  (RESPA  gen¬ 
erally  covers  only  1-4  family  loans.) 

Vn.  New  Insurance  Regxtlation  §  563.41 : 
Transactions  With  Affiliated  Per¬ 
sons  Involving  Real  Property 

A.  Prohibits  Insured  Institutions  and 
their  service  corporation  affiliates  from 
purchasing  from,  jointly  owning  with, 
selling  to  or  leasing  from  an  affiliated 
person  of  such  Institution  any  interest  in 
real  property. 

B.  Exception  for  existing  joint  owner- 
^ps  and  office  building  leases.  Existing 
office  building  leases  cannot  be  renewed' 
without  Corporation  approval.  Renewals 
extending  beyond  January  1,  1980  re¬ 
quire  stricter  approval  standards. 

Vm.  New  Insurance  Regulation 
§  563.42;  Office  Pacilities 

A.  Requires  insured  institutions  to 
have  independent  principal  and  branch 
office  quarters.  Existing  leases  involving 
affiliate  persons  could  not  be  renewed 
without  Corporation  approval.  Renewals 
extending  beyond  January  1,  1980  re¬ 
quire  stricter  approval  standards. 

B.  Institutions  not  required  to  have 
quarters  independent  of  affiliates. 

IX.  New  Insurance  Regulation  S  563.43: 
Loans  and  Loan-Related  Transac¬ 
tions  Involving  Affiliated  Persons 

A.  Prohibits  insured  Institutions  and 
their  service  corporation  affiliates  from 
engaging  in  loan  and  other  transactions 
with  affiliated  persons.  Exceptions  for  the 
following  types  of  loans ; 

1.  Loans  secured  by  a  single-family 
dwelling  owned  and  occupied  as  the  bor¬ 
rower’s  principal  dwelling  place; 

2.  Loans  for  construction,  adding  to, 
improving,  altering,  repairing,  equip¬ 
ping  or  furnishing  a  single-family  dwell¬ 
ing  owned  and  occupied  as  the  borrower’s 
principal  dwelling  place; 

3.  Loans  secured  by  a  mobile  home 
owned  and  occupied  as  the  borrower’s 
principal  dwelling  place; 

4.  Loans  secured  by  savings  accounts 
maintained  by  the  affiliated  persons  at 
the  Institution; 

5.  Loans  for  the  payment  of  educa¬ 
tional  expenses;  and 

6.  Consumer  loans. 

B.  Prohibits  insured  institutions  and 
their  service  corporation  affiliates  from 
engaging  in  the  following  types  of  trans¬ 
actions  with  third  persons ; 

1.  Making  to  or  purchasing  from  third 
persons  loans  which  are  secured  by 
property  acquired  directly  from  an  af¬ 
filiated  person; 


a.  Exception  from  purchasing  restric¬ 
tion  for  loans  purchased  through  sec¬ 
ondary  market,  such  as  FHLMC; 

2.  Making  or  purchasing  loans  secured 
by  property  in  which  an  affiliated  person 
has  a  security  interest; 

3.  Accepting  securities  of  an  affiliated 
person  as  loan  collateral; 

-  4.  Maintainhig  compensating  balances 
with  respect  to  a  loan  by  a  third  party 
to  an  affiliated  person;  and 

5.  Guarantees  or  take-out  commit¬ 
ments  with  respect  to  a  loan  by  a  third 
party  to  an  affiliated  person. 

X.  New  Insurance  IIegulation  §  563.45: 

Disclosure 

A.  Requires  insured  institutions  to 
prepare  a  statement  as  of  a  date  within 
120  days  before  each  annual  meeting 
covering  the  preceding  12-month  period, 
entitled  “Statement  of  Transactions  In¬ 
volving  Affiliated  Persons’’,  beginning 
with  first  annual  '‘meeting  occurring 
twelve  months  after  the  effective  date 
of  the  regulation.  Three  copies  of  each 
such  statement  to  be  filed  with  Super¬ 
visory  Agent. 

B.  An  insured  institution  would  have 
to  either  (1)  mail  a  copy  of  such  state¬ 
ment  to  persons  having  voting  rights  in 
such  institution  at  least  20  days  prior  to 
each  annual  meeting,  (2)  mail  a  notice 
by  such  date  that  such  statement  is  avail¬ 
able  upon  request  at  its  principal  and 
each  branch  office  or  by  mail,  or  (3)  have 
copies  of  such  statement  available  on  or 
near  the  counter  where  savings  account 
deposit  and  withdrawal  forms  are  kept 
at  each  such  office  for  20  da3^  prior  to 
each  annual  meeting,  and  post  a  con¬ 
spicuous  notice  that  copies  of  such  state¬ 
ment  are  available. 

C.  Notwithstanding  B  above,  an  in¬ 
sured  institution  which  mails  a  written 
notice  of  its  annual  meeting  to  persons 
having  voting  rights  in  such  institution 
would  have  to  include  with  such  notice 
either  (1)  a  copy  of  such  statement,  or 
(2)  a  notice  that  a  copy  of  such  state¬ 
ment  is  available  upon  request  at  the 
principal  office  and  each  branch  office  or 
by  mail. 

D.  An  insured  institution  would  also 
have  to  promptly  provide  a  copy  of  its 
most  recent  and  two  previous  statements 
to  persons  having  voting  rights  in  such 
institution  upon  request. 

E.  All  copies  of  statements  required 
by  B,  C  and  D  above  would  have  to  be 
provided  without  charge. 

F.  A  “Statement  of  Transactions  In¬ 
volving  Affiliated  Persons’’  would  have 
to  contain  information  concerning  loan 
transactions  of  the  insured  institution 
or  any  service  corporation  affiliate  dur¬ 
ing  the  12  month  period  covered  by  the 
statement  as  follows: 

1.  Loans  aggregating  more  than  $10,- 
000  which  were  knowingly  made  to  an 
affiliated  person  or  any  business  entity 
in  which  an  affiliated  person  was  an  offi¬ 
cer  or  partner; 

2.  Loans  in  connection  with  which  the 
institution  or  service  corporation  had 
knowledge  that  such  an  affiliated  person 
or  business  entity  received  fees  or  other 
payments  aggregating  more  than  $10,000 


for  acting  in  one  or  more  of  the  follow¬ 
ing  capacities:  as  attorney  for  such  in¬ 
stitution  or  service  corporation,  ap¬ 
praiser,  escrow  agent,  insurance  agent/ 
broker,  real  estate  agent/broker,  supplier 
of  title  examination  or  abstract  services, 
or  underwriter  of  title  or  other  required 
insurance;  and 

3.  Loans  in  connection  with  which  the 
institution  had  knowledge  that  such  an 
affiliated  person  or  business  entity  re¬ 
ceived  fees  or  other  payments  aggregat¬ 
ing  more  than  $10,000  for  acting  as  a 
builder,  building  materials  supplier  or 
building  subcontractor. 

G.  'With  respect  to  F.l.  above,  the 
statement  would  have  to  contain  (1)  the 
name  of  each  such  person  and  entity, 
(2)  a  brief  summary  of  the  loan  trans¬ 
actions,  including  dollar  amounts  and 
interest  rates,  and  (3)  a  description  of 
such  person’s  affiliation  with  the  institu¬ 
tion. 

H.  'With  respect  to  F.2.  above,  the 
statement  would  have  to  contain  (1)  the 
name  of  each  such  person  and  entity, 
(2)  the  aggregate  fees  or  other  compen¬ 
sation  received  by  such  person  or  en¬ 
tity,  (3)  the  capacity  or  tsrpe  of  services 
rendered  for  which  payments  were  re¬ 
ceived,  (4)  a  description  of  such  per¬ 
son’s  affiliation  with  the  institution,  and 
(5)  in  the  case  of  attorneys,  appraisers 
and  escrow  agents,  the  portion  of  the 
fees  received  by  such  person  or  entity  in 
relation  to  total  fees  received  for  such 
services  on  all  loan  transactions. 

I.  with  respect  to  F.3.  above,  the  state¬ 
ment  would  have  to  contain  (1)  the 
name  of  each  such  person  and  entity, 
(2)  the  capacity  and  type  of  goods  or 
services  furnished  for  which  payments 
were  received,  (3)  the  aggregate  pay¬ 
ments  received  by  each  such  person  or 
entity,  and  (4)  a  description  of  such 
person’s  affiliation  with  the  Institution. 

J.  As  used  In  §  563.45,  the  term  af¬ 
filiated  person  would  Include  the  im¬ 
mediate  families  of  directors,  officers 
and  controlling  persons,  and  business 
entities  In  which  Immediate  family 
members  have  a  minimum  ownership 
interest. 

By  Resolution  No.  74-1219,  dated  No¬ 
vember  22,  1974,  the  Board  proposed  to 
amend  Parts  561  and  563  of  the  Rules 
and  Regulations  for  Insurance  of  Ac¬ 
counts  (12  CTR  Part  561  and  563)  and 
Part  545  of  the  Rules  and  Regulations 
for  the  Federal  Savings  and  Loan  Sys¬ 
tem  (12  CFR  Part  545)  in  order  to  regu¬ 
late  conflicts  of  interest  more  effectively 
by  preventing  unsafe  and  unsound  prac¬ 
tices.  The  proposal  sought  to  acccmipllsh 
this  objective  by  restricting  various  types 
of  conflict  of  interest  practices  and  con¬ 
ditions  which  the  Board  believes  are  un¬ 
safe  of  unsoimd  or  inconsistent  with  eco¬ 
nomical  home  financing.  These  proposed 
amendments  were  published  in  the  Fed¬ 
eral  Register  on  December  5, 1974  (39  FR 
42382-91) ,  for  public  comment  until  Jan¬ 
uary  21,  1975.  The  Board  subsequently 
extended  the  public  comment  period  until 
February  20, 1975  (Board  Resolution  No. 
74-1416;  December  30,  1974),  and  notice 
of  this  extension  was  published  in  the 
Federal  Register  an  January  6, 1975  (40 
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FR  1076-r77),  In  furtherance  of  the  ob¬ 
jective  set  forth  above,  the  Bocurd  con¬ 
siders  it  desirable  to  is:^  a  revised  pro¬ 
posal  in  this  area. 

The  amendments  to  Parts  561  and  563 
(12  CFR  Parts  561  and  563)  proposed  by 
this  iesolutlon  would  add  ten  new  sec¬ 
tions  thereto  and  revise  four  existing  sec¬ 
tions  thereof.  The  amendments  to  Part 
545  (12  (JFR  Part  545)  would  revise  seven 
sections  thereof  by  revoking  certain  pro¬ 
visions  in  these  sections  to  the  extent 
that  such  provisions  would  be  rendered 
inconsistent  cm:  redundant  by  the  amend¬ 
ments  to  Parts  561  and  563.  These  con¬ 
forming  amendments  to  Part  545  will  be 
necessary  because  Federal  savings  a.nd 
loan  associations  are  presently  circum¬ 
scribed  in  their  ability  to  engage  in  some 
of  the  practices  to  which  the  proposed 
amendments  to  Parts  561  and  563  would 
apply  different  restrictions  with  respect 
to  all  Insured  institutions. 

Some  of  these  proposed  amendments 
to  Parts  561  and  563  are  inconsistent 
with  the  conditions  of  Insurance  and 
Agreements  for  Operating  Policies  pur¬ 
suant  to  which  some  insured  institutions 
presently  operate.  In  addition,  some  in¬ 
stitutions  are  operating  pursuant  to 
Conditions  of  Insurance  and  Agreements 
for  Operating  Policies  which  the  Board 
has  tentatively  concluded,  in  conjunc¬ 
tion  with  proposing  these  amendments, 
are  unnecessary.  (These  provisions  of 
Conditions  of  Insurance  and  Agree¬ 
ments  for  Operating  Policies  which  the 
Board  has  tentatively  concluded  are  un¬ 
necessary  are  discvissed  in  this  preamble 
as  they  occur).  The  Board  plans  to  re¬ 
vise  its  standard  Conditions  of  Insurance 
and  Agreement  for  Operating  Policies  to 
eliminate  these  Inconsistent  and  unnec¬ 
essary  provisions,  in  conjunction  with 
this  proposaL  These  revised  standard 
Conxiitlons  of  Insurance  and  Agreement 
for  Operating  Policies  would  be  used  in 
conjunction  with  applications  for  insur¬ 
ance  of  accounts  and  Federal  charters 
filed  after  the  adoption  of  the  amend¬ 
ments  proposed  by  this  resolution.  How¬ 
ever,  the  Board  considers  it  both  cum¬ 
bersome  and  superfluous  to  amend  the 
Conditions  of  Insurance  and  Agreements 
for  Operating  Policies  of  institutions 
which  are  presently  insured  because  aU 
insured  institutions  have  agreed  to  abide 
by  Board  regulations.  Iherefore,  imless 
the  amendments  proposed  by  this  res¬ 
olution  specify  otherwise  with  respect 
to  a  particular  regulation,  no  insured 
institution  would  need  to  continue  to 
comply  after  adoption  of  these  proposed 
amepdments,  with  a  Condition  of  In¬ 
surance  or  a  pro\ision  of  its  Agreement 
for  Operating  Policies  (1)  which  is  in¬ 
consistent  with  such  amendments,  or  (2) 
which  corresponds  to  a  provision  which 
the  Board,  in  conjunction  with  adopting 
such  amendments,  decides  not  to  adopt. 

Some  of  the  regulations  proposed  by 
this  resolution  would  have  delayed  ef¬ 
fective  dates.  The  purpose  of  these 
phase-in  provisions  is  to  permit  exist¬ 
ing  practices  to  continue  imtll  a  speci¬ 
fied  date  In  order  to  ensure  that  the  new 
restrictions  adopted  by  this  resolution 


do  not  disrupt  the  orderly  operation  of 
Insured  Instltatlosia. 

The  amendments  proposed  this 
resolution  ito  xaot  <v>ntfUn  a  nunber  of 
the  pitwlsiaos  contttbied  In  the  Novem¬ 
ber,  1974  pr(^x>saL  Tngt<>ad,  the  present 
proposal  contains  a  new  S  563.45,  cap¬ 
tioned  Disclosture.  This  new  section, 
which  is  discussed  in  detail  under  Part 
HE  of  this  preamble,  generally  replaces 
several  proposed  provisions  which  would 
have  prohibited,  or  restricted  certain 
practices  and  relatloni^ps.  The  Board 
believes  that  some  of  the  situations  ad¬ 
dressed  by  these  proposed  prohibitions 
and  restrictions  appear  to  be  more  ap¬ 
propriate  for  regvilatlon  by  disclosure, 
but  the  Board  may  determine  to  impose 
additional  restrictions  or  prohibitions  if 
the  disclosure  provisions  proposed  by 
this  resolution  do  not  satisfactorily  rem¬ 
edy  certain  p£ist  abuses  with  respect  to 
insider  transactions  and  relationships. 
The  Board  also  believes  that  other  reg¬ 
ulations  concerning  dlsclos\ire,  in  addi¬ 
tion  to  new  §  563.45,  may  be  desirable 
and  the  Board  may  propose  such  addi¬ 
tional  regulations  at  a  later  time. 

In  order  to  facilitate  imderstandlng  of 
this  complex  set  of  proposed  amead- 
ments,  each  proposed  new  and  revised 
Insurance  Regulation  will  be  explained 
separately.  The  affected  Federal  Regula¬ 
tions  will  be  discussed  in  connection  with 
each  such  explanation.  As  an  additional 
aid  to  the  reader,  related  amendments 
are  discussed  together  under  the  follow¬ 
ing  foiu*  headings:  (1)  Restrictions  Con¬ 
cerning  Composition  of  Boards  of  Direc¬ 
tors,  Officers  and  Other  Related  Matters; 
(n)  Restrictions  Concerning  AfUUated 
Persons;  (HI)  Restrictions  Concerning 
Office  Facilities;  and  (IV)  Restrictions 
Concerning  Loan  Services. 

I.  Restrictions  Concerning  Composition 
OP  Boards  op  Directors,  Officers  and 
Other  Related  Matters 

A.  New  5  563.33;  Directors,  officers  and 
employees. 

Section  563.33(a)  would  define  four 
terms  for  use  in  §  563.33.  The  term  “fi¬ 
nancial  institution”  would  be  defined  to 
mean  “any  savings  and  loan  association, 
building  and  loan  association,  homestead 
association.  cooi}erative  bank,  mutual 
savings  bank,  commercial  bank  or  trust 
company.”  The  definition  has  been  clari¬ 
fied  to  exclude  the  Federal  Home  Loan 
Banks.  An  “affiliate”  6f  any  financial  in¬ 
stitution  would  be  defined  to  mean  “any 
person  or  company  which  controls,  is 
controlled  by  or  is  under  common  control 
with,  such  financial  institution.”  A  per¬ 
son  or  company  would  be  deemed  to  have 
control  of  an  entity  “if  such  person  or 
company  directly  or  indirectly  or  acting 
in  concert  with  one  or  more  other  persons 
or  companies,  or  through  one  or  more 
subsidiaries,  owns,  controls,  or  holds  with 
power  to  vote,  or  holds  proides  represent¬ 
ing,  more  than  25  percent  of  the  voting 
shares  or  rights  of  such  entity;  or  con¬ 
trols  in  any  manner  the  election  or  ap¬ 
pointment  of  a  majori^  of  the  directors 
of  such  entity;  or  is  a  general  partner  in 
or  has  contributed  more  than  25  percent 


ot  the  capital  of  such  entity.”  The  term 
“service  corporation  affihate”  would  have 
the  meaning  given  to  it  by  !S  561.25,  cap¬ 
tioned  Affiliate,  561.26,  captioned  Service 
corporation,  and  561.27,  captioned  Serv¬ 
ice  corporation  affiliate.  Thus,  the  term 
“service  corporation  affiliate”,  as  used  in 
1 563 J3  (and  risewhere  in  the  Insurance 
Regulations),  would  refer  to  a  service 
corporatloa  which  is  at  least  50  percent 
owned  by  an  insured  institution,  while 
an  “affiliate”  of  a  financial  institution 
would  refer  to  an  entity  which  is  at  least 
25  percent  owned  by  such  institution  or 
its  holding  company  parent,  either  di¬ 
rectly  or  indirectly.  A  “service  corpora¬ 
tion  affiliate”  therefore  would  also  be  an 
“affiliate”  of  a  financial  Institution  unless 
specifically  excepted. 

Presently,  the  Board  has  no  regula¬ 
tions  concerning  the  composition  of 
boards  of  directors  of  insured  institu¬ 
tions;  controls  in  this  area  are  Imposed 
throu£di  Conditions  of  Insurance 
Agreements  for  Operating  Policies.  Sec¬ 
tion  563.33(b)  of  the  November,  1974 
proposal  would  have  established  ten 
regulatory  limitations  on  the  composi¬ 
tion  of  Insured  institution  boards  of 
directors.  The  amendments  proposed  by 
this  resolution  Involve  a  number  of 
changes  in  these  earlier  proposed  limita¬ 
tions.  and  these  changes  are  discussed 
in  connection  with  each  of  the  limita¬ 
tions  proposed  in  November.  1974. 

First,  §  563.33(b)  (1)  of  the  November, 
1974  proposal  would  have  required  the 
board  of  directors  of  an  insured  institu¬ 
tion  to  be  composed  of  at  least  seven 
persons.  Upon  reconsideration,  the  Board 
has  tentatively  considered  that  it  is 
imnecessary  to  Impose  this  type  of 
requirement,  and  the  amendments  pro¬ 
posed  by  this  resolution  therefore  con¬ 
tain  no  such  requirement.  Thus,  for  ex¬ 
ample,  a  Fede^  association  having 
Charter  N,  K  or  K(rev.)  could  have  a 
board  of  directors  with  as  few  as  five 
members.  Elimination  of  this  require¬ 
ment  has  necessitated  technical  changes 
in  some  of  the  other  limitations  which 
would  Imposed  by  S  563.33(b),  and  these 
changes  are  discussed  as  they  occur. 

Second,  proposed  §  563.33(b)  (2)  of  the 
November,  1974  proposal  would  have  re¬ 
quired  that  a  majority  of  the  directors 
of  an  insured  institution  live  or  work  in 
one  or  more  of  the  communities  served 
by  the  institution.  Although  this  require¬ 
ment  would  have  been  a  liberalization 
of  the  present  standard  Conditions  of 
Insurance  and  Agreement  for  Operating 
Policies — ^whlch  require  a  majority  to 
both  live  and  work  in  the  community 
served  by  the  institution,  with  the  re¬ 
mainder  either  living  or  working  in  such 
community — the  Board  believes  that  the 
amendment  proposed  in  November,  1974 
might  have  imduly  constrained  the 
ability  of  some  insured  Institutions  in 
some  parts  of  the  country  to  obtain  com¬ 
petent  directors  having  diverse  back¬ 
grounds.  On  the  other  hand,  the  Board 
believes  that  the  maintenance  of  local 
thrift  institutions  continues  to  be  a  sound 
and  very  Important  concept.  Proposed 
§  563.33(b)  (2)  has  been  modified  in  an 
attempt  to  balance  these  two  concerns 
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by  providing  that  a  majority  of  the  di¬ 
rectors  of  an  Insured  Institution  must 
live  or  work  In  the  Institution’s  normal 
lending  territory.  For  most  Insured  In¬ 
stitutions,  the  term  “normal  lending  ter¬ 
ritory”  means  tiie  State  In  which  an  In¬ 
stitution’s  prlncipsd  office  Is  located,  plus 
any  territory  outside  such  State  which  Is 
within  a  100  mile  radius  ot  the  principal 
office.  This  requirement  concerning  the 
geographical  source  of  an  insured  insti- 
tutlcm’s  directors,  which  was  prc^iosed  In 
November,  1974  as  S  563.33(b)  (2) ,  Is  des¬ 
ignated  as  9  563.33(b)  (1) . 

Third,  proposed  9  563.33(b)(3)  of  the 
November,  1974  proposal  would  have  pro¬ 
vided  that  not  more  than  one-third  of 
Ute  directors  of  an  Insured  institution 
may  be  salaried  officers  or  employees  of 
such  institution  or  an  affiliate  of  such  In¬ 
stitution.  This  proposed  one-third  limi¬ 
tation  has  been  revised  to  permit  a 
maxlmxun  at  either  two  or  one-third, 
whichever  Is  less,  of  the  salaried  officers 
and  employees  of  an  Institution  and  Its 
affiliates  to  be  directors  of  that  institu¬ 
tion.  This  change  would  produce  the 
same  result  as  the  November,  1974  pro¬ 
posal  with  respect  to  Institutions  having 
six,  seven  or  eifidxt  directors.  With  respect 
to  institutions  having  more  than  eight 
directors,  the  Board  does  not  believe  that 
the  existence  of  a  larger  board  necessi¬ 
tates  the  presence  of  additional  salaried 
offilcers  or  employees  on  that  board.  With 
respect  to  Institutions  having  fewer  than 
six  directors  (which  was  not  permitted 
imder  the  November,  1974  proposal) ,  per¬ 
mitting  two  salaried  officers  or  employees 
to  be  directors  could  result  In  boards 
dominated  by  an  Institution’s  manage¬ 
ment.  ’The  purpose  of  a  board  of  directors 
In  all  types  of  businesses  Is  to  provide 
Independent  oversight  of  management, 
and  the  Board  believes  that  the  “lesser  of 
two  or  one-third”  limitation  should  help 
to  ensure  that  this  independent  oversight 
can  occur  in  Institutions  having  fewer 
than  six  directors. 

The  above-described  revision  of  the 
proposed  limitation  on  salaried  officers 
and  employees  contains  an  exception  in 
order  to  provide  flexibility  In  connection 
With  mergers.  This  excepWon  would  per¬ 
mit  an  institution  to  add  an  additional 
salaried  officer  or  employee  to  its  board 
In  connection  with  each  merger  imtll  its 
third  annual  meeting  after  such  merger. 
Such  additional  officer  or  employee 
would  have  to  have  been  an  officer  or 
employee  of  the  disappearing  institu¬ 
tion. 

’The  limitation  concerning  salaried  of¬ 
ficers  and  employees,  which  was  desig¬ 
nated  as  9  563.33(b)(3),  in  the  Novem¬ 
ber,  1974  pn^sal  is  now  designated  as 
9  563.33(b)(2).  In  connection  with  the 
revision  of  this  limitation,  it  should  be 
noted  that  the  definition  of  the  term 
“officer”  in  the  November,  1974  proposal 
has  been  revised  to  include  only  the 
chairman  of  the  board,  the  president, 
any  vice-president,  (other  than  a  second 
vice-president,  assistant  vice-president, 
or  any  other  vice-president  having  au¬ 
thority  similar  to  a  second  or  assistant 
vice-president) ,  the  secretary,  the  treas¬ 
urer,  the  comptroller,  and  any  other  per¬ 


son  performing  simller  functions.  This 
proposed  revisloa  of  the  term  “offlc^ 

Is  discussed  In  Part  HA  of  tills  pre¬ 
amble. 

Fourth,  9  563.33(b)  (4)  of  the  Nov«ai- 
ber,  1974  proposal  would  have  provided 
that  not  more  than  (me-third  of  the 
directors  of  mi  Insured  Institution  could 
be  significantly  engaged  (other  than 
through  an  affiliate  of  such  institution) 
in  a  business  materially  engaged  in  cer¬ 
tain  designated  activities.  ’The  activities 
set  forth  in  the  proposal  were:  under¬ 
writing,  reinsuring,  agency  or  brokerage 
services  involving  homeowners’,  credit 
life,  credit  health  and  accident,  private 
mortgage  or  title  insurance;  consumer 
finance  company  activities;  mobile  home 
manufacturing  or  sales;  building  ma¬ 
terials  or  supply  sales;  real  estate  devel¬ 
opment  or  Investment;  building  con¬ 
struction;  real  estate  sales;  property 
management;  mortgage  banking;  ap¬ 
praisals;  escrow,  abstract  or  deed  of  trust 
services;  and  legal  services  performed 
by  attorneys  regularly  serving  such  in¬ 
sured  institution  as  attomeys-at-law. 
Section  563.33(b)(4)  of  the  November, 
1974  proposal  would  also  have  provided 
that  a  director  would  be  deemed  to  be 
significantly  engaged  in  a  business  if 
the  director  was  a  salaried  officer  or  em¬ 
ployee,  or  general  partner  of,  or  had 
directly  or  indirectly  a  10  percent  or  more 
emiity  or  beneficial  interest  in,  such  busi¬ 
ness. 

The  amendments  proposed  by  this  res¬ 
olution  do  not  contain  a  limitation  of 
the  type  proposed  in  9  563.33(b)  (4).  As 
discussed  in  the  introductory  portion  of 
this  preamble,  the  Board  generally  be¬ 
lieves  that  situations  Involving  affiliated 
persons  having  interests  of  the  type  listed 
above  appear  to  be  more  appropriatdy 
regulated  by  disclosure,  and  the  dis¬ 
closure  provision  proposed  by  this  resolu¬ 
tion — 9  563.45 — ^Is  discussed  in  Part  HE 
of  this  preamble.  In  addition,  the  Novem¬ 
ber,  1974  proposal  might  have  vmduly  re¬ 
stricted  the  ability  of  some  institutions 
to  obtain  directors  having  the  requisite 
expertise  and  business  experience. 

Fifth,  9  563.33(b)  (5)  of  the  November, 
1974  proposal  would  have  provided  that 
a  majority  of  the  directors  of  im  in¬ 
sured  institution  shall  be  persons  other 
than  (1)  those  enumerated  in  proposed 
9  563.33(b)  (3)  and  (4)  thereof  (Insider 
officers  and  employees,  and  those  en¬ 
gaged  in  certain  businesses),  and  (2) 
those  who  are  directors  of  certain  other 
financial  institutions  or  their  affiliates. 
The  effect  of  9  563.33(b)  (5)  of  the  No¬ 
vember,  1974  proposal  would  have  been 
to  require  a  majority  of  the  board  of 
directors  of  an  insured  institution  to  be 
persons  of  basically  independent  judg¬ 
ment. 

As  discussed  in  the  Introductory  por¬ 
tion  of  this  preamble  and  in  connection 
with  9  563.33(b)  (4)  of  the  November, 
1974  proposal,  the  Board  generally  be¬ 
lieves  that  situations  concerning  direc¬ 
tors  having  certain  outside  business  in¬ 
terests  appear  to  be  more  appropriately 
regulated  by  disclosure.  Directors  having 
such  Interests  were  l^luded  in  the  de¬ 
scription  of  those  who  would  not  be  con¬ 


sidered  Independent  for  purposes  (rf 
1 563.33(b)  (5)  of  the  Nbrember,  1974 
proposal,  and  an  effect  of  the  dhnln»* 
tton  at  proposed  9  563.33(b)  (4)  Is  tiiat 
proposed  9563.33(b)(5)  Is  no  longer 
workable.  The  amendments  proposed  by 
this  rescdutimi  therefore  do  not  contain 
a  provision  of  the  9  563.33(b)  (5)  type. 
While  the  Board  continues  to  believe  that 
a  majOTlty  of  the  directors  of  an  Insured 
Institution  should  be  persons  of  basically 
Independent  judgment,  the  Board  be¬ 
lieves  that  the  amendments  proposed  by 
this  resolution  (including  new  9  563.45) . 
together  with  subsequent  amendmMits 
concerning  disclosure,  should  help  to  en¬ 
sure  the  existence  of  basical^  Independ¬ 
ent  boards,  and  that  it  Is  therefore  not 
presently  necessary  to  consider  a  regxila- 
tory  limitation  of  the  type  set  forth  In 
9  563.33(b)  (5)  of  the  November,  1974 
proposal. 

Sixth,  proposed  9  563.33(b)  (6)  of  the 
November.  1974  proposal  would  have  re¬ 
quired  that  at  least  one-third  of  the  di¬ 
rectors  of  an  insiured  institution  be  per¬ 
sons  other  than  (1)  those  enumerated  in 
9  563.33(b)  (3)  thereof  (insider  oOican 
and  employees) ,  and  (2)  directors  of  af¬ 
filiates  of  such  institution  other  *hAn 
service  corporations.  An  effect  Of  this 
provision  would  have  beoi  to  limit  the 
extent  to  which  an  insured  institution’s 
board  of  directors  could  be  the  same  aa 
that  of  its  parent  holding  conqpany.  Upon 
reconsideration,  the  Board  has  tenta¬ 
tively  concluded  that  this  limitation  is 
unnecessary,  and  the  amendments  pro¬ 
posed  by  this  resolution  therefore  do  not 
contain  such  a  limitation. 

Seventh.  9  563.33(b)  (7)  of  the  Novem¬ 
ber,  1974  proposal  would  have  provided 
that  not  more  than  two  directors  of  an 
Insured  Institution  may  be  monbers  of 
the  scune  "immediate  family.”  The  limi¬ 
tation  concerning  members  of  an  im¬ 
mediate  family  is  hereby  reproposed 
without  change,  except  that  this  limita¬ 
tion  is  now  the  lesser  of  two  or  one-third. 
This  change  is  a  result  of  eliminating  the 
requirement  in  the  November.  1974  pro¬ 
posal  that  the  board  of  directora  of  an  In¬ 
sured  institution  be  composed  of  at  least 
seven  persons.  The  limitation  concerning 
membm  of  an  immediate  family,  which 
was  designated  as  9  563.33(b)  (7)  in  the 
November,  1974  proposal  Is  now  desig¬ 
nated  as  9  563.33(b)  (3). 

Eighth,  9  563.33(b)  (8)  of  the  Novem¬ 
ber,  1974  proposal  would  have  provided 
that  not  more  than  one  director  of  an 
Insured  institution  shall  be  a  member  of 
the  same  law  firm.  This  limitation,  which 
is  now  designated  as  9  563.33(b)(4),  is 
hereby  reproposed  without  change,  ex¬ 
cept  that  the  phrase  “member  of  the 
same  law  firm”  now  reads  “attorney  with 
the  same  law  firm”  in  order  to  make 
clear  that  the  proposed  limitation  in¬ 
cludes  both  partners  and  non-partners. 

Ninth,  9  563.33(b)  (9)  of  the  November, 
1974  proposal  would  have  provided  that 
not  more  than  two  directors  of  an  in¬ 
sured  Institution  may  be  directors  of  any 
other  financial  institution  or  affiliate, 
and  that  such  two  directors  may  not  be 
directors  of  the  same  financial  Institu¬ 
tion  or  affiliate.  ’This  restriction  would 
not  have  applied  to  persons  who  were  di- 
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rectors  of  affiliates  (including  financial 
institutions)  of  such  institution.  This 
proposed  provision  was  intended  to  limit 
the  influence  over  an  insured  institution 
of  any  other  financial  institution  other 
than  a  financial  institution  affiliate. 

Tenth,  §  563.33(b)  (10)  of  the  Novem¬ 
ber  1974  proposal  would  have  provided 
that  no  director  of  an  insmed  institution 
may  be  an  officer  or  employee  of  any 
other  financial  institution  or  affiliate 
thereof.  This  proposed  restriction  would 
not  have  applied  to  any  flnancial  in¬ 
stitution  or  affiliate  which  was  an  af¬ 
filiate  of  such  insured  institution. 

The  amendments  proposed  by  this 
resolution  combine  §  563.33  (b)  (9)  and 
(b)  (10)  of  the  November  1974  proposal 
and  designate  the  new  proposed  provi¬ 
sion  as  S  563.33(b)(5).  Said  §  563.33(b) 
(5)  differs  from  the  November  1974  pro¬ 
posal  in  four  respects,  as  follows: 

First,  the  prop>osed  limitation  that  not 
more  than  two  directors  may  be  direc¬ 
tors  of  other  financial  institutions  or 
their  affiliates  would  be  changed  to  the 
lesser  of  two  or  one-third.  This  change 
is  the  result  of  eliminating  the  require¬ 
ment  that  the  board  of  directors  of  an 
insured  institution  be  composed  of  at 
least  seven  persons. 

Second,  §  563.33(b)  (5)  of  the  new 
proposal  would  except  directors  of  an 
Insured  institution  which  are  also  full¬ 
time  salaried  officers  or  employees  of  the 
Institution  or  an  affiliate  from  the  re¬ 
striction  that  not  more  than  two  (or 
one-third,  whichever  is  less)  directors 
may  be  directors  of  other  financial  insti¬ 
tutions.  The  theory  behind  this  excep¬ 
tion  is  that  a  person  who  is  a  director  of 
two  financial  Institutions  and  also  an 
officer  of  one  of  these  institutions  is 
likely  to  be  more  concerned  with  the 
well-being  of  the  Institution  of  which  he 
is  an  officer,  and  that  It  is  therefore  im- 
necessary  to  restrict  the  extent  to  which 
such  a  person  can  be  a  director  of  other 
financial  institutions. 

Third,  f  563.33(b)  (5)  of  the  new  pro¬ 
posal  would  also  except  directors  of  cer¬ 
tain  financial  institutions  and  their  affili¬ 
ates  from  the  restriction  that  not  more 
than  two  (or  one-third,  whichever  is 
less)  directors  may  be  directors  of  other 
flnanr.iai  institutions,  ffhe  directors  of 
a  financial  Institution  would  come  within 
this  exception  If  neither  the  financial 
Institution  nor  any  financial  instituticm 
affiliate  thereof  has  an  office  located 
within  any  county  (or  similar  political 
subdivision)  or  standard  metropolitan 
statistical  area  (SMSA)  in  which  the  in¬ 
sured  institution  tmder  consideration 
has  an  office.  For  this  purpose,  the  Dis¬ 
trict  of  Columbia  would  be  considered  to 
constitute  one  county,  as  Well  as  being 
within  the  Washington  SMSA.  The 
theory  behind  this  exception  is  that  the 
primary  area  of  competition  among  fi¬ 
nancial  Institutions  is  savings  accounts, 
that  a  director  interlock  between  an 
Insured  institution  and  another  finan¬ 
cial  institution  outside  the  insured  in¬ 
stitution’s  savings  market  area  will  prob¬ 
ably  not  operate  to  the  detriment  of  the 
insured  institution. 


Fourth,  the  exception  in  both  §  563.33 
(b)  (9)  and  (b)  (10)  of  the  November, 
1974  proposal  for  financial  institutions 
and  their  affiliates  which  are  affiliates  of 
either  the  insured  institution  under  con¬ 
sideration  or  one  of  its  affiliates  wovQd  be 
changed  to  except  financial  Institutions 
and  their  affiliates  only  if  such  financial 
institutions  are  affiliates  of  the  insured 
institution.  (§  563.33(a)  (2)  would  define 
the  term  “affiliate”  in  terms  of  25  percent 
ownership.)  This  exception  was  included 
in  the  November,  1974  proposal  in  recog¬ 
nition  of  the  comparatively  high  niunber 
of  director  interlocks  which  exist  within 
holding  company  systems — ^including 
savings  and  loan  holding  company  sys¬ 
tems.  However,  inclusion  in  this  excep¬ 
tion  of  affiliates  of  an  insured  institu¬ 
tion  which  are  also  affiliates  of  other 
financial  institutions  could  result  in  the 
exception’s  applicability  to  entities  which 
are  not  part  of  the  same  holding  com¬ 
pany  system  as  the  insured  institution. 
This  result  was  not  Intended,  and  the 
holding  company  exception  therefore  has 
been  limited  to  financial  institutions  and 
their  affiliates  which  are  affiliates  of  the 
insured  institution. 

Section  563.33(c)  of  the  November, 
1974  proposal  would  have  restricted  the 
relationships  which  may  exist  between 
officers  of  insured  institutions  and  officers 
of  other  financial  institutions  in  two 
ways.  First,  this  section  would  have  pro¬ 
vided  that  not  more  than  two  officers  of 
an  insured  institution  may  be  officers  or 
employees  of  any  affiliate  of  such  institu¬ 
tion  other  than  a  service  corporation. 
This  would  have  meant,  for  example,  that 
all  the  officers  of  an  insured  institution 
could  not  also  have  been  officers  of  its 
parent  holding  company.  Second,  §  563.33 

(c)  also  would  have  provided  that  no  of¬ 
ficer  of  an  insured  institution  may  be  an 
officer  or  employee  of  any  other  financial 
institution  or  affiliate  thereof,  unless 
such  financial  ihstitution  or  affiliate  is 
an  affiliate  of  such  insured  institution. 

This  resolution  reproposes  S  563.33(c) 
without  change,  with  two  exceptions. 
First,  new  proposed  §  563.33(c)  would  not 
limit  the  extent  to  which  officers  of  an 
Insured  institution  may  be  officers  or 
employees  of  affiliates.  This  change  con¬ 
forms  with  the  elimination  of  the  pro¬ 
posed  limitation  on  director  Interlocks 
within  a  holding  company  system — 
S  563.33(b)  (6)  of  the  November,  1974 
proposal.  Second,  the  affiliate  exception 
to  the  prohibition  on  interlocks  with 
officers  and  employees  of  other  flnancial 
institutions  and  their  affiliates  would  be 
limited  to  flnancial  institutions  and  af¬ 
filiates  where  the  financial  institution  is 
an  affiliate  of  the  insured  institution. 
This  conforms  with  the  change  made  in 
new  proposed  §  563.33(b)  (5)  with  respect 
to  directors  of  other  financial  institu¬ 
tions. 

Section  §  563.33(d)  of  the  November, 
1974  proposal  would  have  set  forth  the 
manner  in  which  Insmred  institutions 
would  have  had  to  comply  with  §  563.33 
(b)  and  (c)  of  that  proposal,  and  the 
date  by  whldi  such  compliance  would 
have  had  to  be  effected.  Section  563.33 

(d) (2)  of  the  November,  1974  proposal 


would  have  provided  that  any  insured 
institution  which  is  operating  pursuant 
to  an  agreement  with  the  Corporation 
containing  a  provision  less  restrictive 
than  the  corresponding  provision  in 
§  563.33  (b)  or  (c)  must  at  least  be  in 
compliance  with  such  less  restrictive 
provision  until  its  1984  annual  meeting. 
Section  563.33(d)(2)  of  the  November, 
1974  proposal  would  have  provided  fur¬ 
ther  that  no  person  may  become  a  direc¬ 
tor  of  an  insured  institution  after  the  ef¬ 
fective  date  of  the  regulation  (as  op¬ 
posed  to  1984)  except  in  compliance  with 
§  563.33  (b)  and  (c) .  Each  insured  in¬ 
stitution  would  have  had  to  be  in  com¬ 
pliance  with  §  563.33  (b)  and  (c)  of  that 
proposal  after  its  1984  annual  meeting 
and  an  insured  institution  would  have 
had  to  continue  to  comply  with  any  pro¬ 
visions  of  its  Conditions  of  Insurance  not 
covered  by  §  563.33  (b)  and  (c)  of  that 
proposal.  Section  563.33(d)(1)  of  the 
November,  1974  proposal  would  have  re¬ 
quired  any  insured  institution  presently 
operating  pursuant  to  Conditions  of  In¬ 
surance  containing  a  provision  more  re¬ 
strictive  than  the  corresponding  provi¬ 
sion  in  I  563.33  (b)  or  (c)  of  that  pro¬ 
posal  to  continue  to  comply  with  such 
more  restrictive  provision.  However,  such 
an  institution  could  have  requested  an 
amendment  to  such  Conditions  of  In¬ 
surance  by  filing  an  application  with  the 
appropriate  Supervisory  Agent. 

This  resolution  reproposes  §  563.33(d), 
with  four  changes.  First,  all  insured  in¬ 
stitutions  would  have  to  be  in  compliance 
with  new  proposed  §  563.33  (b)  and  (c) 
by  their  1978  annual  meetings.  Because 
many  of  the  proposed  limitations  in  new 
proposed  §  563.33  (b)  and  (c)  have  ei¬ 
ther  been  eliminated  or  modified,  the 
Board  does  not  believe  it  is  necessary  to 
delay  compliance  beyond  an  institution’s 
1978  annual  meeting. 

Second,  new  proposed  §  563.33(d)  has 
been  revised  to  make  clear  that  all  of 
the  provisions  in  that  section  concern¬ 
ing  compliance  with  existing  Conditions 
of  Insurance  would  also  apply  to  exist¬ 
ing  Agreements  for  Operating  Policies. 

Third,  new  proposed  §  563.33(d)  has 
been  revised  to  make  clear  that  an  in¬ 
sured  institution  would  not  need  to  con¬ 
tinue  to  comply  with  any  provision  of  its 
Conditions  of  Insmance  or  Agreement 
for  Operating  Policies  concerning  com¬ 
position  of  its  board  of  directors  or  its  of¬ 
ficers  unless  new  proposed  §  563.33  (b) 
or  (c)  contains  a  correspMjnding  provi¬ 
sion.  For  example,  an  insured  institu¬ 
tion  operating  pursuant  to  Conditions  of 
Insurance  and  an  Agreement  for  Oper¬ 
ating  Policies  which  require  that  such 
institution’s  board  of  directors  be  com¬ 
posed  of  at  least  seven  members  would 
no  longer  have  to  comply  with  this  re¬ 
quirement  upon  the  adoption  of  the 
amendments  proposed  by  this  resolution. 
Insured  institutions,  of  course,  have  to 
continue  to  comply  with  all  provisions  of 
their  Conditions  of  Insurance  and  Agree¬ 
ment  for  Operating  Policies  not  relating 
to  composition  of  boards  of  directors  or 
officers. 

Fourth,  the  provision  which  would 
have  permitted  an  insured  institution 
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to  request  waiver  of  any  existing  provi¬ 
sion  of  its  Conditions  of  Insurance  or 
Agreement  for  Operating  Policies  which 
was  more  restrictive  than  the  corre¬ 
sponding  provision  of  S  563^3  (b)  or  (c) 
of  the  November,  1974  pr<n>osal  has  been 
modified.  Under  the  amendments  pro¬ 
posed  by  this  resolution,  an  institution 
would  have  to  continue  operating  pur¬ 
suant  to  such  more  restrictive  provision 
until  its  1978  annual  meeting,  unless  it 
agreed  to  fully  ccanply  with  all  the  pro¬ 
visions  of  new  proposed  S  563.33  (b)  and 
(c) .  Because  waiver  of  a  more  restrictive 
provision  would  be  automatic  if  new 
proposed  §  563.33  (b)  and  (c)  were  ac¬ 
cepted  as  a  package,  deci^on  is  unneces¬ 
sary  as  to  whether  waiver  would  be 
granted.  Therefore,  delegation  of  au¬ 
thority  to  the  Supervisory  Agents  to 
make  such  a  decision  has  been  eliminated 
from  §  563.33(d). 

Section  563.33(e)  of  the  November, 
1974  proposal  would  have  provided  that 
no  insured  institution  or  service  corpiora- 
tion  affiliate  thereof  may  permit  any 
officer  or  employee  to  work  for  any 
affiliated  pwson  of  such  institution  dur¬ 
ing  the  hours  of  his  emploionent  by  such 
institution  or  service  corporation  luiless 
such  affiliated  person  compensated  the 
institution  or  service  corporation  for  the 
time  during  which  the  officer  or  em¬ 
ployee  was  engaged  in  such  work.  This 
resolution  reproposes  §  563.33(e)  with¬ 
out  change. 

Presently,  §  563.17(b) — Managevient 
and  financial  policies — ^provides  that 
compensation  to  directors,  officers  and 
employees  of  Instired  institutions  and 
their  service  corporations  may  not  to  ex¬ 
ceed  that  which  is  reasonable  and  com¬ 
mensurate  with  their  duties  and  responsi¬ 
bilities.  Said  §  563.17(b)  sets  forth  no 
criteria  for  determining  “reasonable” 
compensation. 

Section  5  563.33(f)  of  the  November, 
1974  proposal  was  based  on  5563.17(b), 
but  differed  from  said  §  563.17(b)  in  three 
respects.  First,  it  would  have  applied  only 
to  service  corporation  affiliates — i.e.,  at 
least  50  percent  owned.  Second,  §  563.33 
(f )  of  the  November,  1974  proposal  would 
not  have  applied  to  employees,  but  would 
have  included  advisory  directors.  Third, 
§  563.33(f)  of  that  proposal  would  have 
Included  standards  for  determining  the 
reasonableness  of  compensation.  Thus, 
5  563.33(f)  of  the  November,  1974  pro¬ 
posal  would  have  clarified  and  liberalized 
§  563.17(b)  in  several  respects. 

This  resolution  reproposes  §  563.33(f) 
with  two  changes.  First,  Instead  of  re¬ 
quiring  compensation  to  be  reasonable 
and  commensiurate  with  duties  and  re¬ 
sponsibilities,  new  proposal  §  563.33(f) 
would  prohibit  compensation  which  is 
“clearly  excessive.”  This  change  of  ap¬ 
proach  is  an  attempt  to  make  clear  that 
the  purpose  of  this  section  is  not  to  in¬ 
volve  the  Board  in  the  judgmental  de¬ 
termination  of  appr(H>riate  salaries  for 
such  persons,  but  rather  to  prohibit  such 
a  person  from  receiving  compensation 
in  an  amo\mt  which  is  so  excessive  as  to 
constitute  a  waste  of  the  Institution’s  as¬ 
sets.  Second  new  proposed  5  563.33(f) 
would  Include  controlling  persons  of  In¬ 


sured  institutions  and  their  service 
corporatum  affiliates,  but  would  exclude 
advisory  directors.  The  Board  believes 
this  iMrcHPOsed  revi^on  more  acciurately 
refiects  the  operation  of  insured  insti¬ 
tutions  and  their  service  corporation  af¬ 
filiates.  In  connection  with  new  proposed 
§  563.33(f),  it  should  be  noted  that  the 
definition  of  the  terms  “controlling  per¬ 
son”  in  §  561.28  is  in  terms  of  control¬ 
ling  persons  of  insured  institutions.  As 
various  sections  of  this  proposal  (in¬ 
cluding  new  prc^)osed  §  563.33(f))  refer 
to  controlling  persons  of  entities  other 
than  insured  institutions,  this  resolution 
wo\ild  amend  that  definition  so  as  to  ap¬ 
ply  to  other  types  of  entities. 

B.  Revised  §  563.34:  Selection  of  de¬ 
pository. 

The  revision  of  §  563.34  proposed  in 
November,  1974  used  the  terms  “affiliate” 
and  “financial  institution”;  these  terms 
would  be  defined  in  5  563.33  and  would 
have  the  same  meanings  in  §  563.34.  As 
discussed  in  Part  lA  of  this  preamble,  the 
definition  of  “financial  institution”  would 
be  clarified  to  exclude  the  Federal  H(xne 
Loan  Banks.  Section  563.34,  as  it  would 
be  revised  by  this  resolution,  would  also 
use  the  term  “affiliated  person”,  and  the 
new  proposed  dtidnition  of  this  term  is 
discussed  in  Part  IIA  of  this  preamble. 

Section  563.34(a)  of  the  November, 
1974  pr(H}osal  would  also  have  defined 
two  additional  terms  for  use  therein. 
The  term  “depository”,  when  tised  with 
respect  to  an  insured  institution,  would 
mean  any  financial  institution  with 
which  such  insmed  institution  maintains 
funds  on  deposit.  An  “interlock”,  would 
be  deemed  to  exist  between  an  insured 
institution  and  a  depository  whenever 
such  depository  was  an  affiliated  person 
of  such  institution  or  whenever  any  affili¬ 
ated  person  of  such  institution  was  a 
director,  officer  ot  controlling  person  of 
such  depository  or  of  an  affiliate  of  such 
depository.  These  terms  are  reproposed 
without  change  except  that  (1)  control¬ 
ling  persons  have  been  added,  and  (2)  an 
“interlock”  would  not  result  where  an 
advisory  director  of  an  Insured  institu¬ 
tion  is  a  director  or  officer  of  a  depository 
or  an  affiliate  of  a  depository. 

It  should  also  be  noted  that  the  defini¬ 
tion  of  “interlock”  in  the  November,  1974 
proposal  differs  from  the  present  defini¬ 
tion  in  §  563.34.  Presently,  an  Interlock 
is  deemed  to  exist  whenever  an  officer, 
director,  or  controlling  person  of  an  in¬ 
sured  Institution  or  attorney  regularly 
serving  the  institution  as  an  attorney- 
at-law,  or  a  spouse  of  any  of  the  fore¬ 
going,  is  an  officer,  partner,  director  or 
tnistee  of  the  depo^tory  or  the  owner  of 
10  percent  or  more  of  the  depository’s 
stock.  ’The  November,  1974  proposal 
would  have  deleted  attomeys-at-law, 
partners,  trustees  and  spouses  from  the 
Interlock  definition.  The  amendments 
proposed  by  this  resolution  follow  the 
November,  1974  proposal  in  this  respect, 
except  that  spouses  of  directors,  officers 
and  controlling  persons  would  be  in¬ 
cluded  because  they  are  affiliated  persons. 

Presently,  5  563.34  prohibits  insured 
institutions,  except  with  prior  written 
approval  of  the  Corporation,  from  estab¬ 


lishing  depository  relationships  after 
July  1, 1972,  but  "grandfathers”  relation¬ 
ships  existing  on  that  date,  unless  specif¬ 
ically  disapproved  by  the  Corporation. 
Present  §  563.34  also  permits  an  Insured 
institution  to  seek  approval  to  establish 
or  maintain  a  relation^ip  with  a  deposi¬ 
tory  which  is  otherwise  prohibited,  and 
provides  that  Corporation  approval  will 
turn  on  certain  considerations — viz.,  (1) 
the  size  of  the  depository  relative  to  the 
deposits  maintained  by  such  insured  in¬ 
stitution,  (2)  the  degree  of  interlocking 
rdationships,  and  (3)  any  other  factor 
which  is  or  may  be  detrimental  to  the 
institution  or  depositors  therein  or  bor¬ 
rowers  th^efrom. 

Section  563.34(b)  (ff  the  November, 
1974  pr(^x)6al  would  have  prohibited  an 
insured  institution  from  establishing  a 
depository  relationship  wlUi  a  depository 
with  which  it  had  an  interlock  after  the 
effective  date  of  §  563.34,  and  would  have 
prohibited  the  maintenance  of  on  exist¬ 
ing  depository  relationship  on  and  after 
January  1,  1976.  An  insured  Institution 
could  have  requested  Corpo(ratlon  ap¬ 
proval  to  establish  or  maintain  a  deposi¬ 
tory  relationship  not  permitted  by 
5563.34(b) .  Any  such  request  would  have 
had  to  be  filed  with  the  appropriate  Su¬ 
pervisory  Agent,  and  in  taking  action  cm 
such  a  request  the  Corporation  would 
have  considered  the  same  factors  set 
forth  in  present  5  583.34. 

This  resolution  would  revise  5  563.34 
as  proposed,  with  two  changes.  First,  the 
effective  date  with  respect  to  existing  de¬ 
pository  relationships  would  be  changed, 
with  the  result  that  no  relationship  pro¬ 
hibited  by  proposed  new  §  563.34  could 
be  maintained  after  an  Institution’s  1978 
annual  meeting.  Second,  as  mentioned 
above,  the  revision  of  5  563.34  proposed 
in  November,  1974  would  have  permitted 
an  Insured  institution  to  request  permis¬ 
sion  to  establish  or  maintain  an  other¬ 
wise  prohlWted  Interlock.  The  amend¬ 
ments  to  5  563.34  proposed  by  this  reso¬ 
lution  would  permit  such  waivers,  but 
differ  from  the  November,  1974  proposal 
in  that  authority  to  approve  or  disap¬ 
prove  waiver  requests  would  be  delegated 
to  the  Principal  SupervisOTy  Agents. 

n.  RESTRICTIONS  CONCERNING  AFFILIATED 
PERSONS 

A.  New  H  561.29.  561.30.  561.31  and 
561.32:  Definitions  of  Affiliated  Person, 
Immediate  Family,  Director  and  Officer. 

New  55  563.40,  captioned  Payment  of 
fees  to  affiliated  persons.  563.41,  cap¬ 
tioned  Transactions  with  affiliated  per¬ 
sons  involving  real  property,  and  563.43, 
captioned  Loans  involving  affiliated  per¬ 
sons.  would  generally  Involve  restrictions 
on  various  activities  of  Insured  institu¬ 
tions  in  which  “affiliated  persons”  are 
Involved.  In  addition,  new  5  563.44  would 
require  insured  Institutions  to  disclose 
information  concerning  certain  transac¬ 
tions  in  which  affiliated  persons  are  in¬ 
volved.  Since  all  four  of  these  sections 
would  concern  “affiliated  persons”  the 
proposed  definition  of  that  term,  as  well 
as  the  proposed  definitions  of  “director” 
and  “officer”,  will  be  discussed  first. 
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Section  561.29  of  the  November,  1974 
proposal  would  have  defined  an  a£Bliated 
person  of  an  Insured  institution  as:  (1) 
Any  director,  member  of  an  advisory 
board  of  directors  or  advisory  commit¬ 
tee,  oflBcer  or  controlling  person  of  sudh 
institution,  and  any  attorney  regularly 
serving  such  institution  as  an  attomey- 
at-law;  (2)  any  member  of  the  immedi¬ 
ate  family  of  any  of  the  persons  enum¬ 
erated  in  (1) ;  (3)  any  law  firm  regular^ 
serving  such  Institution;  and  (4)  any 
corporation,  partnership  or  trust  in 
which  the  persons  enumerated  in  (1), 
(2),  and  (3)  have  directly  or  Indirectly 
(other  than  through  the  insured  insti¬ 
tution)  a  10  percent  or  more  equity  or 
beneficial  Interest,  either  individually  or 
collectively.  An  attorney  or  law  firm 
would  not  normally  have  been  considered 
to  be  “regularly  serving”  an  insured  in¬ 
stitution  unless  such  attorney  or  firm 
served  as  a  principal  counsel  for  such 
institution.  Section  561.28  defines  a  “con¬ 
trolling  person”  of  an  insmed  institution 
as  "any  person  or  entity  owning  or  hold¬ 
ing  ten  percent  or  more  of  the  stock  or 
voting  rights  of  such  institution  or  other¬ 
wise  able,  directly  or  indirectly,  to  direct 
or  cause  the  direction  of  the  manage¬ 
ment  or  policies  of  the  Insured  institu¬ 
tion.”  As  noted  above  in  connection  with 
new  proposed  S  563.33(f),  §  561.28  would 
be  amended  so  as  to  apply  to  entitles 
other  than  Insured  Institutions. 

The  amendments  prcniosed  by  this  res¬ 
olution  would  define  the  term  “afiBliated 
person”  much  less  broadly  than  did  the 
November,  1974  proposal.  As  revised,  an 
affiliated  person  of  an  Insured  Institution 
would  refer  to  the  institution’s  directors, 
officers  and  controlling  persons,  and 
their  spouses.  Members  of  the  “immedi¬ 
ate  family”  of  directors,  officers  and  con¬ 
trolling  persons  other  than  spouses  would 
not  be  considered  affiliated  persons,  ex¬ 
cept  in  S  563.45,  captioned  Disclosure. 
The  affiliated  person  definition  proposed 
by  this  resolution,  would  also  exclude  at¬ 
torneys  and  law  firms  regularly  serving 
an  institution  as  attomeys-at-law.  The 
Board  believes  that  practices  involving 
immediate  family  members  of  affiliated 
persons,  attorneys  and  law  firms  appear 
to  be  more  appropriate  for  regulation  by 
disclosure.  It  should  be  noted  however 
that  an  immediate  family  member,  at¬ 
torney  or  law  firm  could  in  some  situa¬ 
tions  be  a  controlling  person  and  there¬ 
fore  an  affiliated  person. 

As  in  the  November,  1974  proposal,  the 
definition  of  “affiliated  person”  proposed 
by  this  resolution  Includes  corporations, 
partnerships,  trusts  and  other  similar  or¬ 
ganizations  in  which  directors,  officers, 
controlling  persons  or  their  spouses  have 
a  minimum  interest,  either  individually 
or  collectively.  The  minimum  interest  in 
the  November,  1974  proposal  was  10  per¬ 
cent,  either  individually  or  collectively. 
The  Board  believes  it  is  appropriate  to 
distinguish  between  individual  and  col¬ 
lective  Interests,  and  the  amendments 
proposed  by  this  resolution  therefore 
would  change  this  test  to  include  as  af¬ 
filiated  persons  those  organizations  in 
which  an  institution’s  directors,  officers, 
*  controlling  persons  or  their  spouses  have 


at  least  a  10  percent  individual  Interest 
or  a  15  percent  collective  Interest.  In  ad¬ 
dition,  the  amendments  proposed  by  this 
resolution  would  modify  the  tsTO  of  ben¬ 
eficial  interest  in  a  trust  which  would 
result  in  the  trust’s  inclusion  as  an  affili¬ 
ated  person.  The  Board  believes  that 
some  beneficial  interests  in  trusts,  such 
as  contingent  remainders,  are  sufficiently 
remote  that  a  trust  in  which  an  affiliated 
person  has  such  an  interest  should  not 
be  considered  an  affiliated  person.  There¬ 
fore,  the  group  of  entities  which  would 
be  considered  affiliated  persons  would  be 
modified  to  include  only  trusts  in  which 
affiliated  persons  have  a  minimum  in¬ 
come  interest. 

As  discussed  above,  the  November, 
1974  proposal  would  also  have  defined 
the  terms  “director”  and  “officer”  in  con- 
jimction  with  the  definition  of  affiliated 
person.  Section  561.31  of  the  November, 
1974  proposal  would  have  defined  the 
term  “director”  to  mean  “any  director, 
trustee  or  other  person  performing  sim¬ 
ilar  fimctions  with  respect  to  any  organi¬ 
zation  whether  incorporated  or  unincor¬ 
porated.”  Section  561.32  of  the  Novem¬ 
ber,  1974  proposal  would  have  defined  the 
term  “officer”  to  mean  “the  chairman  of 
the  board  (if  salaried),  the  president, 
any  vice-president,  the  secretary,  the 
treasurer,  the  principal  financial  officer, 
the  comptroller,  the  principal  accoimting 
officer,  and  any  other  person  performing 
similar  functions  with  respect  to  any  or¬ 
ganization  whether  incorporated  or  im- 
incorporated.”  When  used  with  respect 
to  an  insiu-ed  institution,  the  term  “of¬ 
ficer”  would  also  have  included  “any 
loan  officer  or  branch  manager,  and  any 
other  person  performing  similar  func¬ 
tions.”  These  new  definitions  of  director 
and  officer  proposed  in  November,  1974 
would  have  been  applicable  throughout 
the  Insurance  Regiilations. 

This  resolution  reproposes  the  defini¬ 
tion  of  “director”  without  change.  This 
resolution  also  reproposes  the  definition 
of  “officer”,  with  foiu*  changes.  First,  the 
terms  “principal  financial  officer”  and 
“principal  accounting  office”  would  be 
omitted.  Upon  reconsideration,  the 
Board  believes  it  is  unnecessary  to  in¬ 
clude  these  terms  because  the  definition 
would  include  persons  performing  the 
functions  of  treasurer  or  comptroller. 
Second,  the  chairman  of  the  board  would 
be  considered  to  be  an  officer  whether  or 
not  he  received  a  salary.  The  Board  be¬ 
lieves' including  the  chairman  of  an  in¬ 
stitution’s  board  in  this  definition  would 
generally  refiect  correctly  the  way  in 
whi<h  insured  institutions  operate. 
Third,  the  definition  of  “officer”  proposed 
by  this  resolution  would  not  include  loan 
officers  or  branch  managers.  One  result 
of  inclusion  in  the  “officer”  definition 
would  be  that  such  persons  would  be 
automatically  affiliated  persons.  The 
Board  does  not  believe  that  loan  officers 
and  branch  managers  normally  have  the 
tjrpe  of  authority  which  requires  that  a 
person  be  subject  to  the  restrictions 
which  would  be  applicable  to  affiliated 
persons.  Fo\uih.  the  definition  of  “offi¬ 
cer”  proposed  by  this  resoluticm  excludes 
assistant  vice-presidents,  second  vice- 


presidents,  and  other  vice-presidents 
having  authority  similar  to  an  assistant 
or  second  vice-president.  As  with  loan 
officers  and  branch  managers,  the  Board 
does  not  believe  such  vice-presidents 
normally  have  the  requisite  authority  to 
warrant  their  being  subject  to  the  re¬ 
strictions  which  would  be  applicable  to 
affiliated  persons. 

Section  561.30  of  the  November,  1974 
proposal  would  have  defined  a  person’s 
“immediate  family”  as  (1)  such  person’s 
father,  mother,  children,  brothers, 
sisters,  and  grandchildren  (whether  by 
the  full  or  half  blood  or  by  adoption) ; 
(2)  such  person’s  spouse;  (3)  the  father, 
mother,  brothers  and  sisters  of  such  per¬ 
son’s  spouse  (whether  by  the  full  or  half 
blood  or  by  adoption) ;  and  (4)  the 
spouses  of  the  persons  in  (1).  The 
amendments  proposed  by  this  resolution 
would  change  the  definition  of  “immedi¬ 
ate  family”  to  exclude  the  spouses  of  a 
person’s  grandchildren.  Spouses  of 
grandchildren  are  r«note  and  their  ex¬ 
clusion  would  not  significantly  alter  the 
scope  of  the  definition. 

The  term  “service  corporation  af¬ 
filiate” — ^whlch  is  presently  part  of  the 
Insurance  Regulations — ^would  be  used 
throughout  §§  563.40,  563.41  and  563.43. 
This  term  is  defined  in  §  561.27  in  terms 
of  the  9  561.25  definition  of  “affiliate”, 
which  is  phrased  in  terms  of  50  percent 
ownership. 

B.  New  §  563.40:  Payment  of  Fees  to 
Affiliated  Persons. 

Presently,  §  545.6-10 — captioned  Ini¬ 
tial  loan  charges — prohibits  directors, 
officers  and  employees  of  a  Fedeial  as¬ 
sociation  and  persons  or  firms  regularly 
serving  such  association  as  attomeys-at- 
law  from  receiving  loan  procurement 
fees.  Section  563.40(a)  of  the  November, 
1974  proposal,  captioned  Loan  procure¬ 
ment  fees,  would  have  prohibit^  an  af¬ 
filiated  person  of  an  Insured  institution 
from  receiving,  either  directly  or  in¬ 
directly,  any  fee  or  other  compensation 
in  connection  with  procurement  of  a  loan 
from  or  by  such  Institution  or  any  service 
corporation  affiliate  thereof.  In  addition, 
fees  could  not  have  been  received  by  an 
affiliated  person  from  the  insured  institu¬ 
tion  itself  or  from  any  other  source.  Thus, 
the  November,  1974  proposal  would  have 
revised  §  545.6-10  in  two  respects  and 
also  applied  it  to  all  Insured  institutions. 
First,  §  563.40(a)  of  that  proposal  would 
have  covered  affiliated  persons  as  op¬ 
posed  to  only  directors,  officers  and  as¬ 
sociated  attorneys;  however,  §  563.40(a) 
of  that  proposal  would  not  have  pro¬ 
hibited  receipt  of  loan  procurement  fees 
by  employees  of  an  insured  institution. 
Second,  §  563.40(a)  of  the  November, 
1974  proposal  would  have  applied  to  loans 
by  service  corporation  affiliates  of  insured 
institutions  as  well  as  to  the  institutions 
themselves.  Hie  first  sentence  of  §  545.6- 
10  would  have  been  deleted  by  that  pro¬ 
posal  because  it  would  have  been  incon¬ 
sistent  with  9  563.40(a)  of  that  proposal. 
This  resolution  reproposes  the  amend¬ 
ments  to  9  545.6-10  concerning  loan  pro¬ 
curement  fees  and  new  9  563.40(a)  with¬ 
out  change.  It  should  be  noted,  however, 
that  the  revised  proposed  definition  of 
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afiiliated  person  would  not  include  at¬ 
torneys  unless  they  were  officers,  direc¬ 
tors  or  controlling  persons. 

Presently,  S  545.6-10  also  provides 
that  borrowers  from  a  Federal  associa¬ 
tion  may  be  required  to  pay  necessary 
initial  loan  charges  but  prohibits  direc¬ 
tors,  officers,  employees  and  persons  or 
firms  regularly  serving  such  association 
as  attomeys-at-law  from  receiving  dis¬ 
counts,  rebates  or  commissions  on  such 
initial  loan  charges.  However,  Federal 
associations  are  permitted  to  receive  and 
retain  such  discounts,  rebates  and  com¬ 
missions  in  connection  with  services 
actually  performed  by  their  directors, 
officers,  employees  and  insider  attorneys. 

Section  563.40(b)  of  the  November, 
1974  proposal,  captioned  Discounts,  re¬ 
bates  or  commissions,  would  have  pro¬ 
hibited  an  affiliated  person  of  an  insured 
institution  from  receiving,  either  directly 
or  indirectly,  any  discount,  rebate  or 
commission  on  any  initial  loan  charge 
paid  by  a  borrower  or  any  other  person 
in  connection  with  a  loan  made  by  such 
institution  or  a  service  corporation  af¬ 
filiate  thereof.  Section  563.40(b)  of  that 
proposal  would  also  have  provided  that 
no  insured  institution  or  service  corpo¬ 
ration  affiliate  thereof  could  receive,  di¬ 
rectly  or  indirectly,  any  such  discount, 
rebate  or  commission  unless  such  dis¬ 
count,  rebate  or  commission  represented 
compensation  for  services  actually  per¬ 
formed.  Thus,  §  563.40  of  that  proposal 
would  have  (1)  extended  the  prohibition 
of  the  receipt  of  discounts,  rebates  and 
commissions  to  all  affiliate  persons  of 
all  Insured  Institutions,  and  (2)  made 
this  prohibition  inapplicable  to  employ¬ 
ees.  Section  563.40  of  the  November,  1674 
proposal  would  have  applied  to  loans  by 
service  corporation  affiliates  as  well  as 
to  insured  institutions.  The  provisions  of 
§  545.6-10  concerning  discounts,  rebates 
and  commissions  on  initial  loan  charges 
would  have  been  deleted  by  that  proposal 
because  they  would  have  been  inconsist¬ 
ent  with  proposed  §  563.40(b) ,  and  a  con¬ 
forming  change  would  have  been  made 
in  §  545.8(a) .  In  addition,  the  require¬ 
ment  in  §  545.6-10  that  an  association 
furnish  a  loan  settlement  statement  to 
a  borrower  at  the  closing  of  a  loan  would 
have  been  deleted  because  this  require¬ 
ment  is  also  set  forth  in  §  563.17-1  (c) 
(l)(viii). 

.  The  Board  proposed  these  conflict  of 
Interest  amendments — in  November, 
1974 — before  the  adoption  of  the  Real 
Estate  Settlement  Procedures  Act  of  1974 
(Pub.  L.  93-533).  Section  8  of  RESPA 
prohibits  certain  kickbacks  and  unearned 
fees  in  connection  with  federally-related 
mortgage  loans.  The  Board  believes  the 
effect  of  these  provisions  is  to  prohibit 
“discounts,  rebates  and  commissions”  on 
Initial  loan  charges.  The  Board  believes 
it  would  be  inappropriate  to  impose  dif¬ 
ferent  restrictions  ^th  respect  to  loans 
covered  by  RESPA,  and  the  amendments 
proposed  by  this  resolution  therefore 
would  simply  apply  the  RESPA  prohibi¬ 
tion  to  such  loans.  In  addition,  proposed 
§  563.40(b)  would  be  revised  to  also  ap¬ 
ply  to  loans  not  covered  by  RESPA — i.e., 
other  than  “federally-related”  mortgage 


loans.  (A  federally-related  mortgage  loan 
is  one  which  is,  inter  alia,  secured  by  a 
1-4  family  home.)  Proposed  $  563.40(b), 
as  revised,  would  use  the  RESPA  termi¬ 
nology.  The  amendments  to  §  545.6-10 
concerning  discoimts,  rebates  ahd  com¬ 
missions  and  the  technical  amendments 
to  §  545.8  are  reproposed  without  change. 

C.  New  §  563.41 :  Transactions  With 
Affiliated  Persons  Involving  Real  Prop¬ 
erty. 

Presently,  the  second  sentence  of 
paragraph  (a)  of  §  545.6-5,  captioned 
Purchase  of  loans,  prohibits  a  Federal 
association  from  purchasing  a  loan  from 
an  affiliated  institution  and  from  direc¬ 
tors,  officers,  employees  and  persons  or 
firms-  regularly  serving  the  association 
as  attorneys-at-law.  This  provision  would 
have  been  revoked  in  connection  with 
§  563.41  of  the  November,  1974  proposal. 

Presently,  §  545.10(b)  prohibits  a  Fed¬ 
eral  association  from  acquiring  from 
some  affiliated  persons  real  estate  to  be 
used  for  offices  and  related  association 
facilities.  Said  §  545.10(b)  would  also 
have  been  revoked  by  the  November,  1974 
proposed  amendments.  The  reference  in 
§  545.10(a)  to  §  545.10(b)  would  have 
been  deleted  and  §  545.10(c)  would  have 
been  redesignated  as  §  545.10(b). 

Section  563.41(a)  of  the  November, 
1974  proposal  would  have  prohibited  an 
insured  institution  or  service  corporation 
affiliate  thereof  from  engaging  in  any 
transaction  with  an  affiliated  person  in¬ 
volving  the  purchase  or  sale  of  an  inter¬ 
est  in  real  property.  Section  563.41(a)  of 
that  proposal  would  also  have  prohibited 
an  insured  institution  or  service  corpo¬ 
ration  affiliate  thereof  from  engaging  in 
any  transaction  involving  the  lease  of  an 
interest  in  real  property  from  an  affili¬ 
ated  person.  Insured  institutions  could 
have  continued  to  lease  real  property  to 
affiliated  persons  without  limitation.  Sec¬ 
tion  563.41(b)  of  the  November,  1974 
proposal  would  have  excepted  from  the 
§  563.41(a)  prohibition  office  building 
leases  from  affiliated  persons  in  existence 
on  the  effective  date  of  the  proposed  reg¬ 
ulation.  However,  with  respect  to  renew¬ 
als  of  such  leases,  said  proposed  §  563.41 
(b)  would  have  further  provided  that  no 
such  lease  could  be  renewed  without  prior 
Corporation  approval,  and  that  no  such 
approval  would  be  granted  unless  its 
terms  were  fair.  In  addition,  with  re- 
si>ect  to  leases  whose  renewal  terms 
would  expire  after  January  1,  1980,  an 
insured  institution  would  also  have  had 
to  show  that  there  was  no  other  suitable 
location  for  the  office  or  that  moving  to 
a  new  location  would  cause  undue  hard¬ 
ship. 

This  resolution  reproposes  §  563.41, 
with  four  changes.  First,  it  would  be 
made  clear  that  §  584.3  of  the  Holding 
Company  Regulations  (12  C7FR  584.3)  is 
controlling  with  respect  to  transacticms 
between  a  subsidiary  insmed  institution 
of  a  savings  and  loan  holding  company 
and  an  affiliate  of  such  institution.  Sec¬ 
ond,  new  proposed  S  563.41  would  pro¬ 
hibit  Insured  institutions  and  their  serv¬ 
ice  corporation  affiliates  from  purchas¬ 
ing  fr<Hn,  selling  to  or  leasing  from  an 
affiliated  person  of  such  institution  any 


interest  in  real  property.  This  prohibi¬ 
tion  would  replace  the  somewhat  ambig¬ 
uous  language  of  the  Novraiber,  1974 
proposal,  which  would  have  pxx^bited 
transactions  involving  purchases  from, 
sales  to  or  leases  from  affiliated  persons. 
Third,  Insured  institutions  and  their 
service  corporation  affiliates  would  also 
be  prohibited  from  jointly  owning  an  in¬ 
terest  in  real  property  with  an  affiliated 
person  of  such  institution.  However,  this 
prohibition  would  not  apply  to  existing 
joint-ownership  arrangements.  Fomth, 
authority  to  approve  or  disapprove  re¬ 
newals  of  exis^g  leases  would  be  dele¬ 
gated  to  the  principal  supervisory 
agents. 

D.  New  §  563.43:  Loans  and  Loan  Re¬ 
lated  Transactions  Involving  Affiliated 
Persons. 

Presently,  §  545.6-8,  captioned  Loans 
to  directors,  officers  or  employees,  pro¬ 
hibits  a  Federal  association  from  making 
loans  (other  than  own-home  loans)  to 
directors,  officers,  employees  and  per¬ 
sons  or  firms  regularly  serving  such  asso¬ 
ciation  as  attomeys-at-law,  and  to  part¬ 
nerships  in  which  any  such  person  has  a 
specified  interest.  Federal  associations 
are  also  prohibited  from  making  loans 
to  corporations  in  which  any  such  per¬ 
son  has  a  specified  interest  unless  the  as¬ 
sociation  obtains  prior  approval  from  its 
board  of  directors,  and  the  corporation 
to  which  the  loan  is  made  is  not  more 
than  15  percent  owned  by  any  such  per¬ 
son  and  is  not  more  than  25  percent 
owned  by  any  group  of  such  persons. 
Presently,  §  545.8,  captioned  Loans  with¬ 
out  requirement  of  security,  permits  a 
Federal  association  to  make  loans  to  di¬ 
rectors,  officers,  employees  and  persons 
or  firms  regularly  serving  such  associa¬ 
tion  as  attomeys-at-law,  for  the  purpose 
of  alteration,  repair.  Improvement  or 
equipping  of  a  home  or  combination  of 
home  and  business  property  owned  and 
occupied,  or  to  be  owned  and  occupied, 
as  a  home  by  the  borrower. 

Section  563.43(b)  of  the  November, 
1974  proposal  would  have  prohibited  an 
insured  Institution  or  service  corpora¬ 
tion  affiliate  thereof  from  making  a  loan 
to  any  affiliated  person  of  such  insti¬ 
tution  and  from  purchasing  a  loan  made 
to  any  such  person.  Insured  institutions 
and.  their  service  corporation  affiliates 
would  also  have  been  prohibited  from 
investing  in  the  securities  of  affiliated 
persons  and  from  purchasing  securities 
from  an  affiliated  person  under  a  re¬ 
purchase  agreement.  Thus,  9  563.43(b) 
of  that  proposal  would  have  differed  from 
§  545.6-8  in  that  it  would  have  (1)  pro¬ 
hibited  own-home  loans  to  the  persons 
covered  by  9  545.6-8,  (2)  prohibited  all 
loans  for  affiliated  persons  not  covered  by 
9  545.6-8,  and  (3)  permitted  loans  to 
employees.  Said  9  545.6-8  would  have 
been  revoked  by  the  November,  1974  pro¬ 
posal.  That  proposal  would  also  have 
revoked  9  545.8(b)  and  made  technical 
conform!^  changes  in  99  545.6-10 (a), 
545.6-20(a)  and  545.8-3. 

This  resolution  repr(H>oses  9  563.43 
(b),  except  that  the  following  types  of 
loans  to  affiliated  persons  would  be  ex¬ 
cepted  from  the  9  563.43(b)  prohibition: 
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(1)  loans  secured  by  a  single-family 
dwelling  owned  and  occupied  as  the 
borrower’s  principal  dwelling  place,  (2) 
loans  for  constructing,  adding  to,  im¬ 
proving,  altering,  repairing,  equiM>ing, 
or  furnishing  sucli  principal  dwelling 
place.  (3)  loans  secured  by  a  mobile  home 
owned  and  occupied  as  the  borrower’s 
principal  dwelling  place,  (4)  loans  se¬ 
cured  by  savings  accounts  of  the  bor¬ 
rows  at  the  institution,  (5)  loans  for 
payment  of  educational  expenses,  and 
(6)  consiuner  loans.  In  proposing  to  ex¬ 
cept  these  six  tyi>es  of  loons  from  the 
proposed  5  563.43(b)  prohibition,  the 
Board  emphasizes  that  its  action  is  not 
intended  to  encourage  insured  institu¬ 
tions  and  their  service  corporation  afiRli- 
ates  to  make  such  loans  to  affiliated  per¬ 
sons.  Rather,  these  exceptions  would  be 
Included  in  recognition  of  the  fact  that 
these  types  of  loans  are  less  likely  to  be 
made  in  a  manner  which  is  unsafe  or 
imsound  than  loans  secured  by,  for  ex¬ 
ample,  commercial  property.  However, 
it  should  be  noted  that  these  excepted 
types  of  loans  can  be  made  in  a  manner 
which  is  unsafe  or  rmsound,  and  that  any 
such  loan  which  is  unsafe  or  unsound 
has  been  and  continues  to  be  a  violation 
of  5  571.7 — the  Board’s  policy  statwnent 
on  conflict  of  interest. 

Section  563.43(c)  of  the  November, 
1974  proposal  would  have  prohibited 
lns\u^  institutions  and  their  service 
corporation  affiliates  from  engaging,  di¬ 
rectly  or  Indirectly,  in  the  following  loan- 
related  transactions  involving  affiliated 
persons:  (1)  Making  a  loan  to,  or  pur¬ 
chasing  a  loan  made  to.  any  third  party 
(a)  on  the  security  of  property  acquired 
from  any  affiliated  person  of  such  in¬ 
stitution  or  (b)  with  the  knowledge  that 
an  or  any  portion  of  the  proceeds  of  such 
loan  would  be  paid  to  or  used  for  the  ben¬ 
efit  of  any  affiliated  person;  (2)  making 
a  loan  to.  or  purchasing  a  loan  made  to, 
any  third  pa^  secured  by  real  property 
with  respect  to  which  any  affiliated  per¬ 
son  of  such  institution  holds  a  security 
interest;  (3)  wcepting  the  stock,  bonds, 
notes  or  other  securities  of  any  affiliated 
person  of  such  institution  as  security  for 
a  loan  made  by  such  institution  or  service 
corporation  affiliate  thereof  to  any  third 
party;  (4)  maintaining  a  compensating 
balance  with  respect  to  a  loan  made  by 
any  third  party  to  any  affiliated  person  of 
such  institution;  and  (5)  entering  into 
any  guarantee  arrangement  or  making 
any  takeout  commitment  with  respect  to 
a  loan  made  by  any  third  party  to  any 
affiliated  person  of  such  institution. 

This  resolution  reproposes  §  563.43(c) , 
with  two  changes.  First,  as  discussed 
above,  one  of  the  provisions  in  5  563.43(c) 
<rf  the  November,  1974  proposal  wotdd 
have  prohibited  an  Insured  institution 
and  Its  service  corporation  affiliates  from 
nuAdng  a  loan  to  any  third  party  with 
the  knowledge  that  all  or  any  portion  of 
the  mnceeds  of  such  loan  would  be  paid 
to  or  used  for  the  benefit  of  any  affiliated 
person.  One  effect  of  this  proposed  pro¬ 
vision  would  have  been  to  im^iblt  an 
Insured  institution  from  making  loans 
in  connection  with  which  the  institution 
had  knowledge  that  an  affiliated  person 


would  receive  compensation  for  provid¬ 
ing  goods  or  services  to  the  borrower — ■ 
t.e.,  loans  In  connection  with  which  an 
affiliated  person  acted,  for  example,  as  a 
builder,  building  materials  supplier, 
building  subcontractor,  escrow  agent,  in¬ 
surance  agent/broker,  real  estate  agent/ 
broker,  supplier  of  title  examination  or 
abstract  services,  or  underwriter  of  title 
or  other  required  Insurance.  Upon  recon¬ 
sideration,  the  Board  believes  that  situa¬ 
tions  in  which  affiliated  persons  provide 
such  goods  or  services  appear  to  be  more 
appropriately  regulated  by  disclosure, 
and  the  amendments  proposed  by  this 
resolution  therefore  would  not  prohibit 
loans  to  third  parties  in  connection  with 
which  affiliated  persons  are  known  to  re¬ 
ceive  a  part  of  the  loan  proceeds  or  to 
otherwise  derive  benefit  from  the  loan. 

Second,  the  runhibition  in  the  Novem¬ 
ber,  1974  proposal  on  making  a  loan  to 
or  purchasing  a  loan  made  to  a  third 
party  on  the  security  of  property  ac¬ 
quired  from  an  affiliated  person  of  the 
insured  institution  would  be  modified  to 
exclude  two  tsrpes  of  purchase  transac¬ 
tions.  First,  the  amendments  proposed 
by  this  resolution  would  exclude  loans 
on  the  security  of  property  acquired  from 
an  affiliated  person  other  than  loans  In¬ 
volving  pr(«)erty  acqtilred  “directly’’ 
from  an  affiliated  person.  This  change 
would  eliminate  the  possibility  that  a 
piece  of  property  might  become  tainted 
as  a  result  of  having  once  be«i  owned 
by  an  affiliated  person.  Ihls  exclusion 
would  not,  of  course,  cover  a  “straw 
party”  situation,  even  though  the  secu¬ 
rity  property  was  no*  acquired  “directly” 
from  an  affiliated  person.  Second,  this 
proposal  would  exclude  loans  purchased 
in  a  secondary  market,  such  sis  through 
the  Federsd  Home  Loan  Mortgage  Cor¬ 
poration.  Purchasers  of  loans  in  such  a 
secondary  market  do  not  ordinarily  know 
the  Identity  of  borrowers  whose  loans 
they  purchase,  and  this  exclusion  is  in¬ 
tended  to  eliminate  the  possibility  of  un¬ 
intentional  violations. 

Both  i  563.43  (b)  and  (c)  of  the  No¬ 
vember,  1974  proposal  would  have  been 
applicable  to  transactlcms  by  a  subsidiary 
insured  institution  ol  a  savings  and  loan 
holding  company  unless  the  provisions 
in  S  584.3  were  less  restrictive.  The 
amendments  proposed  by  this  resolution 
would  revise  this  exception  to  provide 
that  S  584.3  of  the  Holding  Company 
Regulations  (12  584.3)  is  controlling 

with  respect  to  transactions  between  a 
subsidiary  insured  institution  of  a  sav¬ 
ings  and  loan  bedding  company  and  an 
affiliate  of  such  institution. 

E.  New  S  563.44:  Disclosure. 

As  discussed  in  the  Introductory  por¬ 
tion  this  preamble,  the  Board  believes 
that  certain  types  of  practices  and  rela¬ 
tionships  Involving  affiliated  persons — 
v^ch  were  proposed  as  prohibitions  or 
restrictions — are  ipore  appropriately  reg¬ 
ulated  by  disclosure.  The  Board  further 
believes  that  new  i  563.45  should  provide 
aocounttudders  and  stockholders  having 
voting  rights  with  sufficient  information 
to  prevent  unsafe  and  unsound  practices 
In  connection  with  these  practices  and 


relationships  without  undue  expense  and 
inconvenience  to  insured  institutions. 

The  amendments  proposed  by  this  res¬ 
olution  would  require  each  insured  insti¬ 
tution  to  prepare  an  annual  “Statement 
of  Transactions  Involving  Affiliated  Per¬ 
sons”.  Each  such  statement  would  have 
to  be  prepared  for  a  period  of  approxi¬ 
mately  twelve  months,  ending  within  120 
days  before  an  institution’s  annual  meet¬ 
ing.  An  institution  would  be  required  to 
prepare  its  first  such  statement  with  re¬ 
spect  to  its  first  annual  meeting  occur¬ 
ring  twelve  months  after  the  effective 
date  of  the  regulation.  An  institution 
could  choose  the  most  convenient  date 
within  120  days  of  each  such  meeting  as 
the  ending  date  for  its  statement.  An  in¬ 
stitution  would  not  have  to  choose  tho 
same  date  each  year,  but  the  periods 
covered  by  an  institution’s  statements 
have  to  be  consecutive. 

An  institution  would  be  required  to 
provide  a  copy  of  its  most  recent  state¬ 
ment  and  two  preceding  statements, 
upon  request,  to  persons  having  voting 
rights  in  such  institution.  Institutions 
would  have  to  comply  with  this  require¬ 
ment  at  all  times.  It  should  be  noted  that 
a  copy  of  these  statem^ts  would  have 
to  be  provided  to  any  stockholder,  ac- 
countholder  or  borrower  having  voting 
rights  in  such  institution  who  requested 
such  information.  Hie  phrase  “persons 
having  voting  rights  in  such  Institution” 
would  not  refer  to  persons  holding 
proxies  of  those  persons  having  voting 
rights. 

Additional  requirements  would  be  ap¬ 
plicable  in  connection  with  annual  meet¬ 
ings.  If  an  institution  were  not  mailing 
written  notice  of  an  annual  meeting  to 
persons  having  voting  r^hts  in  such  in¬ 
stitution,  then  such  institution  would 
have  three  alternatives,  as  follows.  Such 
Instituticm  could,  at  least  twenty  days 
before  such  annual  meeting,  either  mail 
a  c(9y  of  its  most  recent  statement  to 
persons  having  voting  rights  in  such  in¬ 
stitution,  or  mail  a  notice  to  each  such 
person  that  such  statement  was  available 
cm  request.  The  third  alternative  for  such 
an  Institution  would  be  to  have  exiles  of 
such  statonent  available  for  20  da3rs  be¬ 
fore  such  meeting  on  or  near  the  counter 
or  other  structure  where  savings  account 
deposit  and  withdrawal  forms  are  k^ 
in  its  principal  office  and  each  branch 
office  and  to  post  a  conspicuous  notice 
in  its  1(8^  to  the  effect  that  such  infor¬ 
mation  is  available.  If  an  institution  were 
mailing  notice  of  an  annual  meeting, 
then  it  would  have  to  either  include  a 
copy  of  its  most  recent  statement  with 
such  notice,  or  else  enclose  a  notice  stat¬ 
ing  that  a  copy  was  available  upon 
request. 

All  cities  of  such  statements  would 
have  to  be  provided  without  charge.  In 
addition,  three  c<H>ies  of  each  such  state¬ 
ment  Would  have  to  be  filed  with  the  ap- 
prc^rlate  principal  supervisory  agent  by 
such  institutioii. 

Each  “Statem^t  of  Transactions  In¬ 
volving  Affiliated  Persons”  which  would 
be  prescribed  by  §  563.45  would  have  to 
contain  Infoimatlon  with  respect  to 
three  types  of  transactions — loans  by  an 
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insured  institution  and  its  service  cor¬ 
poration  a£Qiliates  to  afiSliated  persons  of 
the  institution  and  entities  in  which  any 
affiliated  person  was  an  officer  or  part¬ 
ner,  loans  by  such  institution  or  service 
corporation  in  connection  with  which 
such  an  affiliated  person  or  business  en¬ 
tity  received  fees  or  other  compensation 
aggregating  more  than  $10^000  for  acting 
in  one  or  more  of  certain  capacities  (viz., 
as  such  institution’s  or  service  corpora¬ 
tion’s  attorney,  an  appraiser,  escrow 
agent,  inswrance  agent/broker,  real  estate 
agent/broker,  supplier  of  title  examina¬ 
tion  or  abstract  services  and  underwriter 
of  title  or  other  required  insurance), 
and  loans  in  connection  with  which 
such  an  affiliated  person  or  business  en¬ 
tity  received  fees  or  other  compensation 
for  acting  as  a  builder,  building  materials 
supplier  or  building  subcontractor.  An 
insured  institution  would.be  required  to 
make  these  three  types  of  disclosme 
only  with  respect  to  loans  with  which 
such  institution  (or  service  corporation, 
if  the  lender)  knew  or  had  reason  to 
know  that  such  a  person  or  entity  was 
involved,  and  only  if  the  loans  or  fees  in¬ 
volved  total  more  than  $10,000  with  re¬ 
spect  to  a  person  or  entity. 

With  respect  to  loans  to  affiliated  per¬ 
sons  and  business  entities  in  which  any 
such  person  is  an  officer  or  partner,  such 
statement  would  have  to  set  forth  (1) 
the  name  of  each  such  person  or  entity, 
(2)  a  brief  summary  of  each  such  loan 
transaction,  including  dollar  amounts 
and  interest  rates,  and  (3)  a  description 
of  such  person’s  or  entity’s  affiliation  with 
the  institution. 

With  respect  to  loans  in  connection 
with  which  the  lender  knows  or  has  rea¬ 
son  to  know  that  such  a  person  or  busi¬ 
ness  entity  received  fees  or  other 
compensation  in  one  or  more  of  the 
capacities  listed  in  the  first  group  (e.g., 
the  institution’s  or  service  corporation’s 
attorney),  such  statement  would  have 
to  set  forth  (1)  the  name  of  each  such 
person  or  entity,  (2)  the  aggregate  fees 
or  other  compensation  received  by  each 
such  person  or  entity,  (3)  the  capacity 
or  type  of  services  rendered  for  which 
payments  were  received,  (4)  a  descrip¬ 
tion  of  such  person’s  or  entity’s  affilia¬ 
tion  with  such  Institution,  and  (5)  in 
the  case  of  attorneys,  appraisers  and 
escrow  agents,  the  portion  of  the  fees  re¬ 
ceived  by  each  such  person  of  entity  in 
relation  to  the  total  payments  received 
for  each  such  service  in  connection  witii 
all  loans  by  the  institution  and  its  service 
corporation  affiliates. 

With  respect  to  loans  in  connection 
with  which  the  lender  knows  or  has  rea¬ 
son  to  know  that  such  a  person  or  busi¬ 
ness  entity  received  fees  or  other  pay¬ 
ments  for  acting  as  a  builder,  building 
materials  supplier  or  building  subcon¬ 
tractor,  such  statement  would  have  to  set 
forth  (1)  the  name  of  each  such  person 
or  entity,  (2)  the  capacity  and  type  of 
goods  or  services  furnished  for  which 
payments  were  received,  (3)  the  aggre¬ 
gate  payments  received  by  each  such  per¬ 
son  or  entity,  and  (4)  a  description  of 
such  person’s  affiliation  with  the  institu¬ 
tion. 


Fees  or  other  compensation  received 
by  a  person  or  entity  acting  in  more  than 
one  capacity  would  have  to  be  disclosed 
separately.  However,  payments  for  act¬ 
ing  in  more  than  one  capacity  would  be 
aggregated  for  purposes  of  determining 
whether  such  a  person  or  entity  is  ex¬ 
empt  under  the  $10,000  limitation. 

It  should  be  noted  that  the  term  “affil¬ 
iated  person”,  as  used  in  proposed  §  563.- 
45,  would  include  members  of  immediate 
families  of  officers,  directors  and  control¬ 
ling  persons,  and  business  entities  in 
which  an  immediate  family  member  has 
10  percent  individual  interest,  or  an  in¬ 
terest  which,  together  with  the  interests 
of  other  affiliated  persons,  exceeds  15  per¬ 
cent.  Proposed  §  563.45  would  also  make 
clear  that  the  disclosure  which  would  be 
required  by  that  section  wovild  not  re¬ 
strict  the  Corporation’s  authority  to  take 
appropriate  action  as  to  unsafe  or  un- 
soimd  practices,  or  violations  of  law  or 
regulation,  respecting  the  matters  dis¬ 
closed. 

III.  Restrictions  Concerning  Office 
Facilities 

Paragraph  (a)  (1)  of  §  563.42  of  the 
November,  1974  proposal,  captioned  Of¬ 
fice  facilities,  would  have  required  each 
principal  and  branch  office  of  an  insured 
institution  to  be  located  in  quarters  in¬ 
dependent  of  other  financial  institutions 
and  their  affiliates.  The  term  “branch 
office”,  as  used  in  §  563.42(a) ,  would  have 
referred  to  any  office  of  an  insured  in¬ 
stitution  (other  than  its  principal  office) 
at  which  savings  account  transactions 
were  effected  if  the  office  occupied  more 
than  500  square  feet  of  fioor  space  and 
had  more  than  four  teller  stations  which 
were  operated  by  employees  of  such  in¬ 
stitution.  The  term  “financial  institu¬ 
tion”  would  have  had  the  same  meaning 
as  in  §  563.33(a)  (1)  of  the  November, 
1974  proposal — ^that  is,  savings  and  loan- 
type  associations,  mutual  savings  banks, 
commercial  banks  and  trust  companies 
and  persons  or  companies  which  control, 
are  controlled  by,  or  are  under  common 
control  with,  such  financial  institutions, 
with  control  defined  in  terms  of  25  per¬ 
cent  ownership.  The  term  “affiliate” 
would  also  have  had  the  same  meaning 
as  in  proposed  §  563.33(b)  (2)  of  that 
proposal — ^i.e.,  a  25  percent  ownership 
test. 

Principal  and  branch  offices  of  insured 
institutions  would  also  have  been  re¬ 
quired  to  be  independent  of  businesses — 
including  service  corporations — en¬ 
gaging  in  activities  closely  related  to 
the  savings  and  loan  business.  These 
closely  related  businesses  were  those 
listed  in  §  563.33(b)  (4)  of  the  November, 
1974  proposal. 

The  requirements  of  proposed  §  563.42 
(a)  of  the  November,  1974  proposal  con¬ 
cerning  the  independence  of  office  quar¬ 
ters  would  not  have  affected  the  validity 
of  any  existing  lease  by  or  from  an  in¬ 
sured  institution.  With  respect  to  such 
leases,  §  563.42(a)  also  would  have  pro¬ 
vided  that  no  such  lease  could  be  re¬ 
newed  without  written  approval  of  the 
Corporation  and  any  request  for  such 
an  approval  would  have  had  to  be  filed 


with  the  appropriate  Supervisory 
Agent.  No  such  approval  would  have 
been  granted  unless  the  terms  of  the 
lease  were  fair,  regardless  of  when  the 
renewal  term  would  expire.  The  regula¬ 
tion  proposed  in  November,  1974  set 
forth  two  further  requirements — one 
applicable  to  leases  by  an  Insured  insti¬ 
tution  and  the  other  to  leases  from  an 
insured  institution — with  respect  to  all 
leases  whose  renewed  terms  would  expire 
on  or  after  January  1,  1978.  An  Insured 
institution  seeking  approval  to  renew  a 
lease  as  a  lessee  wovdd  have  been  re¬ 
quired  to  show  that  there  was  no  other 
suitable  location  for  the  institution’s  of¬ 
fice  or  that  moving  the  office  to  another 
location  would  cause  undue  hardship.  An 
institution  seeking  to  renew  a  lease  as 
lessor  would  have  been  required  to  show 
that  there  was  either  no  other  suitable 
location  for  the  lessee,  that  moving  to 
another  location  woifid  cause  undue 
hardship  for  the  lessee,  or  that  there 
was  no  other  suitable  lessee. 

This  resolution  reproposes  S  563.42(a) , 
with  six  changes.  First,  affiliates  which 
are  service  corporations,  parent  holding 
companies  or  affiliates  of  parent  com¬ 
panies  would  be  excepted  from  the  re¬ 
quirement  that  the  principal  and  all 
branch  offices  of  an  insured  Institution 
be  located  in  quarters  Independent  of 
other  financial  institutions,  their  affili¬ 
ates,  and  certain  businesses.  The  Board 
believes  these  exceptions  are  necessary 
because  of  the  way  insiued  Institutions 
having  such  affiliates  customarily  oper¬ 
ate.  Second,  the  term  “independent” 
would  be  changed  so  as  to  clarify  that  of¬ 
fice  of  an  institution  would  be  considered 
independent  even  though  it  was  located 
in  the  same  building  as  an  office  of  an¬ 
other  financial  institution,  an  affiliate 
thereof,  or  certain  businesses.  Third,  the 
term  “branch  office”,  as  used  in  S  563.42 
(a) ,  would  be  changed  to  refer  only  to  an 
office  which  occupies  more  than  1000 
square  feet  of  fidor  space  and  has  at  least 
four  teller  stations  occupied  by  employ¬ 
ees  of  the  institution.  This  change  would 
be  consistent  with  the  Board’s  proposed 
amendments  concerning  satellite  offices 
of  Federal  associations  (Board  Resolu¬ 
tion  N6,  75-738;  August  6,  1975),  which 
would  increase  the  permissible  amount 
of  fioor  space  in  such  an  office  from  500 
to  1000  square  feet.  Fourth,  because 
§  563.33(b)  (4)  of  the  November,  1974 
proposal  is  withdrawn  by  this  resolution, 
new  proposed  §  563.40(a)  would  now  list 
the  businesses  with  respect  to  which  an 
insured  institution  should  maintain  in¬ 
dependent  quarters.  The  businesses 
would  be  the  same  as  those  listed  in 
§  563.33(b)  (4)  of  the  November,  1974 
proposal.  Fifth,  authority  to  approve  or 
disapprove  requests  with  respect  to  ex¬ 
isting  leases  would  be  delegated  to  the 
principal  supervisory  agents.  Sixth,  the 
effective  date  would  be  changed  to  Janu¬ 
ary  1,  1980,  so  as  to  correspond  with  the 
effective  date  of  new  proposed  8  563.41. 

Section  563.42(b)  of  the  November, 
1974  proposal  would  have  required  the 
principal  offices  of  all  Insured  institutions 
to  be  on  the  ground  fioor.  An  Insured  in¬ 
stitution  could  have  requested  permission 
to  locate  its  principal  office  in  non- 
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ground  floor  quarters,  but  no  such  ap¬ 
proval  would  have  been  giv^  unless  the 
quarters  involved  were  the  equivalent  of 
ground  floor  (such  as  an  elevated  walk¬ 
way)  or  the  use  of  such  quarters  would 
not  have  had  an  adverse  effect  on  the  in¬ 
stitution.  Upon  reconsideration,  the 
Board  does  not  believe  a  ground  floor 
requirement  is  necessary  and  the  amend¬ 
ments  proposed  by  this  resolution  do  not 
contain  a  provision  corresponding  to 
5  563.41(b)  of  the  November,  1974 
proposal. 

IV.  Restrictions  Involving  Loan 
Services 

Presently,  §  563.35,  captioned  Certain 
conditions  prohibited,  prohibits  an  in¬ 
sured  institution,  and  a  director,  officer, 
or  employee  thereof,  from  granting  any 
loan  on  the  prior  condition  that  the  bor¬ 
rower  contract  for  any  of  the  following 
services  with  any  specific  company,  firm, 
agency  or  person:  (1)  Insurance  (except 
insurance  or  a  guarantee  provided  by  a 
government  agency) ;  (2)  building  mate¬ 
rials;  (3)  legal  services,  including  title 
examination,  escrow  and  abstract  serv¬ 
ices;  and  (4)  services  of  a  real  estate 
agent  or  broker.  The  application  of  the 
proliibition  concerning  Insurance  set 
forth  in  (1)  above  Is  subject  to  one 
limitation — viz.,  that  such  prohibition 
should  not  be  construed  to  prohibit 
an  insured  institution  from  refusing 
to  grant  any  type  of  loan  or  extend 
any  other  service  if  the  borr^  ,er 
wishes,  in  connection  with  svich  loan 
or  service,  to  contract  with  or  select 
a  particular  company,  firm,  agency  or 
person  whose  insurance  services,  in  such 
connection,  are  believed  by  the  insured 
Institution  on  reasonable  grounds  to  af¬ 
ford  it  insufficient  protection.  This  lim¬ 
itation  has  been  interpreted  as  requiring 
Insured  Institutions  to  permit  borrowers 
to  select  the  company,  firm,  agency  or 
person  who  is  to  render  insurance  serv¬ 
ices,  except  private  mortgage  insurance 
services.  The  November,  1974  proposal 
would  have  revised  S  563.35  by  adding 
construction  services  and  sales  or  services 
relating  to  mobile  homes  to  the  list  of 
services  with  respect  to  which  tie-ins  are 
prohibited.  That  proposal  would  also 
have  applied  the  limitation  on  insur¬ 
ance  to  legal  services,  so  that  an  institu¬ 
tion  could  refuse  to  grant  a  loan  if  the 
borrower  selected  an  attorney  (as  dis¬ 
cussed  in  the  following  paragraph) 
which  such  institution  believed,  on  rea¬ 
sonable  groimds,  afforded  it  insufficient 
protection. 

Presently,  S  563.35  also  provides  that 
the  legal  services  prohibition  should  not 
be  construed  to  prohibit  an  insured  in¬ 
stitution  from  requiring  a  borrower  to 
pay  an  initial  loan  charge  to  reimburse 
such  InstitutUm  for  legal  services  ren¬ 
dered  to  it  by  an  attorney  selected  by  such 
Institution  in  connection  with  processing 
and  closing  a  loan.  The  November,  1974 
proposal  would  have  completely  revised 
this  provision  to  prohibit  an  insured  In- 
stitutioa  fnun  requiring  a  home  borrower 
to  pay  any  part  of  the  legal  services  per¬ 
formed  in  connection  with  processing 
and  closing  a  loan  unless  such  services 


were  performed  by .  a  firm  or  person 
selected  by  the  borrower.  An  insured  in¬ 
stitution,  of  course,  would  have  been  per¬ 
mitted  to  engage  an  attorney  other  than 
the  attorney  selected  by  the  borrower. 
However,  the  institution  could  not  have 
charged  the  borrower  for  the  services 
performed  by  any  such  additional  at¬ 
torney.  In  conjunction  with  prohibiting 
required  payment  by  home  borrowers  of 
legal  closing  fees  unless  performed  by  a 
borrower-selected  attorney,  the  Novem¬ 
ber,  1974  proposal  also  would  have  spe¬ 
cifically  required  an  insured  institution 
to  advise  a  borrower  in  writing  reason¬ 
ably  in  advance  of  the  closing  of  a  loan — 
but  not  later  than  the  time  of  commit¬ 
ment  to  make  such  loan — of  his  right  to 
freely  select  the  company  or  person  ren¬ 
dering  legal  services  and  insurance  serv¬ 
ices.  As  indicated,  this  borrower-notice 
requirement  and  restriction  concerning 
borrower  payment  would  have  applied 
only  to  home  loans.  Section  541.10-2  de¬ 
fines  a  home  as  “real  estate  upon  which 
is  located  one  or  more  single-family 
dwellings,  or  dwelling  units,  for  not  more 
than  4  families  in  the  aggregate.” 

The  amendments  proposed  by  this 
resolution  would  significantly  revise 
the  proposed  amendments  to  §  563.35,  as 
follows:  First  5  563.35(a)  would  be  re¬ 
worded  to  make  clear  that  the  tie-in 
arrangements  prohibited  by  that  section 
only  involve  services  for  which  the  bor¬ 
rower  contracts.  In  this  connection,  the 
term  “insurance  services”  would  be 
clarified  to  Include  services  provided  by 
an  agent,  broker  or  underwriter.  The 
reference  to  “legal  services”  would  also 
be  shortened.  In  addition,  the  amend¬ 
ments  proposed  by  this  resolution  do  not 
add  mobile  home  sales  or  services  to  the 
list  of  services  with  respect  to  which  this 
type  of  tie-in  arrangement  is  prohibited, 
as  was  proposed  in  November,  1974,  be¬ 
cause  the  Board  does  not  believe  their 
inclusion  is  necessary  at  the  present  time. 

Second,  Insured  Institutions  would  not 
be  required  to  permit  home  borroa^rs  to 
select  the  institution’s  attorney,  in  order 
for  the  fee  of  such  attorney  to  be  paid  by 
the  home  borrower.  Upon  recor^dera- 
tion,  the  Board  believes  that  a  different 
approach  will  more  effectively  regulate 
unsafe  and  unsound  practices  and  also 
eliminate  some  of  the  disadvantages  of 
borrower-selection.  The  amendments 
proposed  by  this  resolution  would  permit 
an  Insured  institution  to  require  a  home 
borrower  to  pay  the  fee  of  the  institu¬ 
tion’s  attorney  or  reimburse  the  institu- 
ticm  for  such  fee  only  if  the  following 
conditions  are  met:  (1)  Hie  attorney’s 
fee  must  be  limited  to  legal  services 
attributable  to  processing  and  closing 
such  borrower’s  loan  (and  not  unrelated 
services  performed  for  the  institution  by 
the  attorney) ,  (2)  the  fee  is  supported  by 
a  statemoit  prepared  by  or  on  behalf  of 
the  attorney  wh^  describe  the  legal 
services  performed,  sets  forth  the  time 
spent  by  the  attorney,  and  discloses  the 
hourly  rate  or  other  basis  for  determin¬ 
ing  such  fee,  and  (3)  if,  after  an  insUtu- 
tion’s  1978  annual  meeting,  such  legal 
services  are  not  rendered  by  an  attorney 
who  is  an  affiliated  person  of  such  insti¬ 
tution  or  an  attorney  in  the  same  law 


firm  as  an  affiliated  person.  This  pro¬ 
vision  does  not  apply  to  an  attorney 
employed  fulltime  by  the  institution  if 
the  attorney  receives  no  additional  com¬ 
pensation  for  providing  such  services. 

It  appears  to  the  Board  that  adoption 
of  this  provision  will  contribute  to  sound 
and  economical  home  financing  in  that 
competition  is  likely  to  cause  lower  at¬ 
torney  fees  in  situations  where  legal  clos¬ 
ing  services  to  insured  institutions  are 
provided  by  non-affiliated  persons.  If 
such  services  are  provided  by  an  affiliated 
person,  such  fees  would  have  to  be  in¬ 
ternalized,  after  the  institution’s  1978 
annual  meeting.  Causing  such  fees  to 
be  internalized  would  mean  that  the  in¬ 
stitution’s  board  would  be  under  a  signifi¬ 
cantly  greater  obligation  to  scrutinize  the 
reasonableness  of  those  fees.  In  addi¬ 
tion,  the  market  place  would  be  likely  to 
have  a  greater  effect  on  any  indirect 
payment  resulting  from  the  internaliza¬ 
tion  of  such  fees  which  might  be  passed 
on  to  the  borrower  by  points  or  similar 
charges. 

Third,  this  resolution  would  amend 
§  563.35  to  require  notification  to  home 
borrowers  that  they  may  select  the  per¬ 
son  or  organization  providing  insurance 
services,  subject  to  the  institution’s  right 
to  refuse  to  grant  a  loan  if  it  reasonably 
believes  that  the  services  provided  by 
the  borrower-selected  insurance  com¬ 
pany  will  afford  it  insufficient  protection. 

Fourth,  the  amendments  proposed  by 
this  resolution  would  permit  an  insured 
institution  to  require  a  home  borrower 
to  reimburse  such  institution  for  ap¬ 
praisal  services  in  connection  with  a 
home  loan  or  to  pay  for  such  services 
directly,  after  its  1978  annual  meeting, 
only  If  such  services  were  provided  by 
an  appraiser  who  was  neither  an  affili¬ 
ated  person  of  such  Institution  nor  an 
appn^er  in  the  same  firm  as  an  affili¬ 
ated  person,  unless  such  appraiser  was 
employed  full-time  by  such  Institution 
and  received  no  additional  compensation 
for  performing  appraisal  services.  This 
provision  was  not  proposed  in  November, 
1974  as  part  of  the  amendments  to 
§  563.35.  The  Board’s  justification  for  this 
provision  is  similar  to  that  given  above 
for  the  attorney  provision. 

Upon  consideration  of  the  public  com¬ 
ments  on  the  proposal,  past  abuses  in¬ 
volving  matters  encompassed  within 
these  revised  proposed  amendments  and 
the  necessity  to  prevent  the  reoccurrence 
of  such  abuses,  and  to  prevent  likely  fu¬ 
ture  abuses  of  a  similar  or  related  nature, 
and  other  relevant  material,  the  Board 
haa  determined  to  propose  the  various 
provisions  included  In  this  proposal  for 
one  or  more  of  the  following  reasons: 
(1)  To  safeguard  and  protect  the  insur¬ 
ance  risk  of  the  Federal  Savings  and  Loan 
Insurance  Corporation;  (2)  to  prohibit 
financial,  lending  or  managerial  policies 
or  practices  of  insured  institutions  which 
are  detrimental  to,  or  Inconsistent  with, 
soimd  and  economic  home-financing; 
(3)  to  prohibit  unsafe  or  unsound  prac¬ 
tices  in  conducting  the  business  of  In¬ 
sured  Institutions;  and  (4)  to  delineate, 
and  prohibit  or  control,  transactions 
which  are,  or  'are  likely  to  be,  conflicts 
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of  interest,  or  breaches  of  the  fiduciary 
duties  which  officers,  directors  or  con¬ 
trolling  persons  owe  to  insured  institu¬ 
tions.  The  reasons  and  basis  for  propos¬ 
ing  specific  provisions  of  this  proposal 
have  been  set  forth  and  explained  here- 
intofore  in  this  preamble. 

Accordingly,  the  Federal  Home  Loan 
Bank  Board  hereby  proposes  to  amend 
Part  561  by  revising  §  561.28  thereof  and 
by  adding  §§  561.29,  561.30,  561.31  and 
561.32  thereto  and  proposes  to  amend 
Part  563  by  revising  §§  563.17,  563.34  and 
563.35  thereof  and  by  adding  §§  563.33, 
563.40,  563.41,  563.42,  563.43  and  563.45 
thereto,  as  set  forth  below.  The  Federal 
Home  Loan  Bank  Board  also  hereby  pro¬ 
poses  to  amend  Part  545  by  revoking 
§  545.6-8  and  by  revising  §§  545.6-5 (a) , 
545.6-10,  545.6-20(a),  545.8,  545.8-3  and 
545.10  thereof,  as  set  forth  below.  It 
should  be  noted  that  the  amendments  to 
§  563.17  of  Part  563  and  all  of  the  above- 
listed  amendments  to  Part  545  involve 
either  deletions,  redesignations  of  exist¬ 
ing  provisions,  or  alteration  of  refer¬ 
ences  to  other  sections;  no  new  substan¬ 
tive  provisions  would  be  added  to  these 
sections.  The  Federal  Home  Loan  Bank 
Board  also  hereby  withdraws  Board 
Resolution  74-1219. 

Interested  persons  are  invited  to  sub¬ 
mit  written  data,  views,  and  arguments 
to  the  Ofifice  of  the  Secretary,  Federal 
Home  Loan  Bank  Board,  320  First  Street, 
N.W.,  Washington,  D.C.  20552,  by  No¬ 
vember  10,  1975,  as  to  whether  this  pro¬ 
posal  should  be  adopted,  rejected,  or 
modified.  Written  material  submitted  will 
be  available  for  public  inspection  at  the 
above  address  unless  confidential  treat¬ 
ment  is  requested  or  the  material  would 
not  be  made  available  to  the  public  or 
otherwise  disclosed  imder  §  505.5  of  the 
General  Regulations  of  the  Federal  Home 
Loan  Bank  Board  (12  CFR  505.5). 

The  proposed  amendments  to  Parts 
545,  561,  and  563  are  as  follows. 

PART  545— OPERATIONS 

1.  Section  545.6-5(a)  is  revised. 

§  545.6—5  Purchase  of  loan.s. 

(a)  General  provisions.  A  Federal  as¬ 
sociation  may  pm’cha.se  any  loan  that  it 
may  make,  unless  expressly  prohibited  by 
other  pro^ions  of  this  part,  and  may 
also  purchase  any  Insured  loan  secured 
by  a  home  or  combination  of  home  and 
business  property  located  outside  of  the 
State  (including  the  District  of  CJohim- 
bia,  the  Commonwealth  of  Puerto  Rico, 
and  the  possessions  of  the  United  States) 
in  which  such  association’s  home  office  is 
located  at  an  investment  not  exceeding 
the  sum  of  (1)  $55,000  for  each  single- 
family  dwelling,  or  $82,500  with  respect 
to  each  such  dwelling  in  Alaska,  Guam 
or  Hawaii,  (2)  an  amount  per  dwelling 
unit  within  the  limits  set  forth  in  sec¬ 
tion  207(c)(3)  of  the  National  Housing 
Act,  with  such  increases  therein  as  may 
be  made  from  time  to  time  by  the  Fed¬ 
eral  Housing  Commissioner  in  accordance 
therewith;  and  (3)  the  percentage  of 
value  acceptable  to  the  insuring  agency 
of  such  part  of  the  property  as  is  not  at¬ 
tributable  to  dwelling  use.  If  a  Federal 


association  increases  its  savings  accounts 
as  part  of  the  purchase  of  any  loan,  it 
shall  obtain  such  approval  as  is  required 
by  the  rules  and  regulations  for  insur¬ 
ance  of  accounts. 

***** 

§  545.6—8  Loan»  to  directors,  oflii'ers  or 
employees.  [Revoked] 

2.  Section  545.6-8  is  revoked. 

3.  Section  545.6-10  is  revised. 

§  545.6—10  Initial  loan  charges. 

Except  as  provided  in  §§  563.35  (d) 
and  (e)  of  this  chapter,  borrowers  may 
be  required  to  pay  the  necessary  initial 
charges  in  connection  with  the  making 
of  a  loan,  including  the  actual  costs  of 
title  examination,  appraisal,  credit  re¬ 
port,  survey,  drawing  of  papers,  closing 
of  the  loan,  and  other  necessary  inciden¬ 
tal  services  and  costs  in  such  reasonable 
amounts  as  may  be  fixed  by  the  board  of 
directors;  such  necessary  initial  charegs 
may  be  collected  by  the  association  from 
the  borrower  and  paid  to  the  persons 
rendering  such  services. 

4.  In  §  545.6-20  the  introductory  text 
of  paragraph  (a)  and  (a)  (3)  are  revised 
as  follows. 

§  545.6—20  Loans  guaranteed  under  the 
Foreign  Assistance  Act  of  1961. 

(a)  General.  Without  regard  to  the 
provisions  of  any  other  section  of  this 
part,  a  Federal  association  which  has  a 
charter  in  the  form  of  Charter  K  (rev.) 
or  Cfiiarter  N  may  Invest  in  any  of  the 
following  loans,  or  any  interest  therein: 

#  *  «  *  « 

(3)  Loans  having  the  benefit  of  any 
guaranty  under  sections  221  or  222  of 
such  Act,  as  in  effect  on  December  30, 
1969,  and  thereafter. 

«  *  *  *  * 

5.  In  §  548.8,  the  introductoiT  text  of 
paragraph  (a)  is  revised  and  paragraph 
(b)  is  revoked. 

§  545.8  Loans  without  requirement  of 
security. 

(a)  Without  regard  to  any  other  provi¬ 
sion  of  this  part  except  §  545.6-10,  any 
Federal  association  that-  has  amended 
Charter  K  by  the  addition  thereto  of 
section  14.1  and  any  Federal  association 
that  has  a  charter  in  the  form  of  Charter 
K  (rev.)  or  Charter  N  may,  up>on  adop¬ 
tion  of  such  a  loan  plan  by  its  board  of 
directors,  invest  in  loans  of  the  follow¬ 
ing  types,  but  no  investment  shall  be 
made  under  this  section  if  immediately 
after  such  Investment  the  outstanding 
aggregate  of  aU  Investments  of  the  as¬ 
sociation  made  under  this  section  would 
exceed  20  percent  of  the  association’s 
assets: 

•  *  *  •  • 

(b)  [Revoked] 

6.  Section  545-8-3  is  revised. 

§  545.8-3  Insured  loans  for  title  pur¬ 
chase. 

Without  regard  to  any  other  provision 
of  this  part,  a  Federal  association  which 
has  a  Charter  in  the  form  of  Charter  K 
(rev.)  or  Charter  N  may  invest  in  loans. 


or  interests  therein,  made  for  the  pur¬ 
pose  of  financing  the  purchase  by  home- 
owners  of  the  fee  simple  title  to  property 
on  which  their  hcanes  are  located  and  as 
to  which  the  association  h^s  the  bene¬ 
fit  of  insurance  under  sectiem  240  of  the 
National  Housing  Act,  as  amended,  or  of 
a  commitment  or  agreement  for  such 
insurance. 

7.  Section  545.10  is  revised. 

§  545.10  Real  estate  for  office  and  re¬ 
lated  facilities. 

(a)  A  Federal  association  may  invest 
in  real  estate  (improved  or  unimproved) 
to  be  used  for  office  and  related  facilities 
of  the  association,  or  for  such  office  and 
related  facilities  and  for  rental  or  sale, 
if  each  such  investment  is  made  and 
maintained  pursuant  to  a  prudent  pro¬ 
gram  of  property  acquisition  to  meet 
ether  the  association’s  present  needs  or 
its  reasonable  future  needs  for  office  and 
related  facilities.  Except  with  the  prior 
approval  of  the  Board,  no  such  invest¬ 
ment  may  be  made  before  the  Board  has 
approved  an  application  for  the  estab¬ 
lishment  or  maintenance  of  an  office  fa¬ 
cility  at  the  locaticm  of  such  real  estate 
or  the  change  of  an  office  facility  to  such 
location,  if,  as  a  result  of  such  invest¬ 
ment,  the  outstanding  aggregate  book 
value  of  £dl  such  investments  made  be¬ 
fore  such  Board  approval  would  exceed 
25  percent  of  the  association’s  net  worth. 
Except  with  the  prior  approval  of  tl>e 
Board,  no  such  investment  may  be  made 
before  or  after  the  Board  has  approved 
an  application,  if  any  such  application  is 
required,  for  the  establishment  or  main¬ 
tenance  of  an  office  facility  at  the  loca¬ 
tion  of  such  real  estate  or  the  change  of 
an  office  facility  to  such  location,  if ,  as  a 
result  of  such  investment,  the  outstand¬ 
ing  aggregate  book  value  of  all  such  in¬ 
vestments  made  before  and  after  such 
Board  approval  would  exceed  the  asso¬ 
ciation’s  net  worth- 
(b)  Requests  for  Board  approval  of  ex- 
ceptions.  Any  request  by  a  Federal  as¬ 
sociation  for  Board  approval  of  an  ex¬ 
ception  to  the  limitations  contained  in 
this  section  shall  be  transmitted  to  the 
Supervisory  Agent,  with  a  copy  thereof 
to  the  Directm*,  Office  (rf  Examinations 
and  Supervision,  320  First  Street,  N.W., 
Washington,  D.C.  20552.  As  used  In  this 
section,  the  term  “Supervisory  Agent” 
means  the  President  of  the  Federal  Home 
Loan  Bank  of  which  the  Federal  associa¬ 
tion  Is  a  member  or  any  other  officer 
or  employee  of  such  bank  designated  by 
the  Board  as  its  agent  pursuant  to 
§  501.11  of  this  chapter. 


PART  561— DEFINITIONS 

8.  Section  561.28  Is  revised. 

§  561.28  Contre^ing  person. 

A  controlling  person  of  any  entity  Is 
any  person  or  other  entity  owning  or 
holding  ten  percent  or  more  of  the  stock 
or  voting  rights  of  such  entity  or  other¬ 
wise  having  the  power,  directly  or  In¬ 
directly,  to  direct  or  cause  the  direction 
of  the  management  or  policies  <A  such 
entity. 
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9.  Part  561  is  amended  by  addins 
§§  561.29  throuidi  561.32. 

§  561.29  Affiliated  peraim. 

An  '‘affiliated  person**  of  an  insured 
institution  refers  to  the  following: 

(a)  A  director,  officer  or  controlling 
person  of  such  institution; 

(b)  A  spouse  of  a  director,  officer  or 
controlling  person  of  such  institution; 
and 

(c)  A  corporation,  partnership,  trust 
or  similar  organization  in  which  a  direc¬ 
tor,  officer  or  controlling  person,  either 
directly  or  Indirectly  (other  than  throuSb 
the  Insured  Institution),  has  an  equity 
or  income  beneficiary  interest  of  10  per¬ 
cent  or  more  individually  or  15  percent 
or  more  collectively  with  other  directors, 
officers  or  controlling  persons  of  such  in¬ 
stitution.  For  this  purpose,  a  director, 
officer  or  controlling  person  will  be 
deemed  to  have  an  equity  or  Income 
beneficiary  Interest  in  an  organization 
in  which  such  person’s  spouse  has  such 
an  interest. 

§  561.30  Immediate  family. 

The  “immediate  family”  of  any  nat¬ 
ural  person  refers  to  the  following 
(whether  by  the  full  or  half  blood  or  by 
adoption) : 

(a)  Such  person’s  spouse,  father, 
mother,  children,  brothers,  sisters  and 
grandchildren; 

(b)  The  father,  mother,  brothers,  and 
sisters  of  such  person’s  spouse;  and 

(c)  The  spouse  of  a  child,  brother  or 
sister  of  such  person. 

§  561.31  Director. 

The  term  “director”  means  any  direc¬ 
tor,  trustee  or  other  person  performing 
similar  functions  with  respect  to  any  or¬ 
ganization  whether  incorporated  or  un¬ 
incorporated. 

§  561.32  Officer. 

The  term  “officer”  means  the  chairman 
of  the  board  of  directors,  the  president, 
any  vice-president  (other  than  an  assist¬ 
ant  vice-president,  second  vice-presi¬ 
dent  or  other  vice-president  having  au¬ 
thority  similar  to  an  assistant  or  second 
vice-president) ,  the  secretary,  the  treas¬ 
urer,  the  comptroller,  and  any  other  per¬ 
son  performing  similar  functions  with  re¬ 
spect  to  any  organization  whether  in¬ 
corporated  or  unincorporated. 


PART  563— OPERATIONS 

10.  Section  563.17  is  revised. 

§  563.17  Management  and  financial  pol¬ 
icies. 

For  the  protection  of  its  insured  mem¬ 
bers  and  other  insured  institutions,  each 
insured  Institution  and  service  corpora¬ 
tion  thereof  shall  maintain  safe  and 
sound  management  and  shall  pursue 
financial  policies  that  are  safe  and  con¬ 
sistent  with  the  economical  home  financ¬ 
ing  and  the  purposes  of  Insiu^nce  of  ac- 
coimts  and  are  appropriate  to  their  re¬ 
spective  types  of  operations;  in  imple¬ 
menting  this  regulation  the  Corporation 
will  take  into  consideration  that  service 
corporations  may  be  authorized  to  en¬ 


gage  in  activities  which  Involve  a  higher 
degree  of  risk  than  do  activities  per¬ 
mitted  to  Insured  Institutions. 

11.  Section  563.33  is  revised. 

§  563.33  Directors,  officers  and  em¬ 
ployees. 

(a)  Definitions — (1)  Financial  insti¬ 
tution.  As  used  in  this  section,  the  term 
“financial  institution”  means  any  sav¬ 
ings  and  loan  association,  building  and 
loan  association,  homeste^  association, 
cooperative  bank,  mutual  savings  bank, 
commerciaJ  bank  or  trust  company.  Such 
term  does  not  Include  a  Federal  Home 
Loan  Bank. 

(2)  Affiliate.  As  used  in  this  section, 
an  “affiliate”  of  any  financial  institution 
means  any  person  or  (xxnpany  which 
controls,  is  controlled  by  or  is  under  com¬ 
mon  control  with,  such  financial  institu¬ 
tion. 

(3)  Control.  As  used  in  this  sectlcm,  a 
person  or  company  will  be  deemed  to 
have  control  of  an  entity  if  such  person 
or  c(Hnpany  directly  or  indirectly  or  act¬ 
ing  in  concert  with  one  or  more  other 
persons  or  cmnpanies,  or  through  one  or 
more  subsidiaries,  owns,  controls,  or 
holds  with  power  to  vote,  or  holds  proxies 
representing,  more  than  25  percrat  of 
the  voting  shares  or  rights  of  such  en¬ 
tity;  or  controls  in  any  manner  the  elec¬ 
tion  or  appointment  of  a  majority  of  the 
directors  of  such  entity;  or  is  a  general 
partner  in  or  has  contributed  more  than 
25  percent  of  the  capital  of  such  entity. 

(4)  Service  corporation  affiliate.  As 
used  in  this  section,  the  term  “service 
corporation  affiliate”  has  the  meaning 
given  it  by  §§  561.25,  561.26,  and  561.27 
of  this  chapter. 

(b)  Directors.  The  composition  of  the 
board  of  directors  of  an  Insured  institu¬ 
tion  shall  be  in  accordance  with  the  fol¬ 
lowing  requirements: 

(1)  A  majority  of  the  directors  of  an 
insured  institution  shall  live  or  work  in 
the  normal  lending  territory  of  such  in¬ 
stitution. 

(2)  Not  more  than  two  (or  one-third, 
whichever  is  less)  of  the  directors  of  an 
insxued  institution  may  be  officers  or 
employees  of  such  Institution  or  of  any 
affiliate  thereof.  ’This  paragraph  (b)  (2) 
does  not  apply  to  one  director  elected 
in  connection  with  each  merger  until  the 
third  annual  meeting  following  the  mer¬ 
ger,  if  such  director  was  an  officer  or  em¬ 
ployee  of  the  disappearing  institution. 

(3)  Not  more  than  two  (or  one-third, 
whichever  Is  less)  of  the  directors  of  an 
insured  Institution  may  be  members  of 
the  same  immediate  family. 

(4)  Not  more  than  one  director  of  an 
insured  institution  may  be  an  attorney 
with  the  same  law  firm. 

(5)  (i)  Not  more  than  two  (or  one- 
third  whichever  is  less)  of  the  directors 
of  an  insured  institution  may  be  direc¬ 
tors  of  any  other  financial  institution  or 
affiliate  thereof.  The  previous  sentence 
does  not  apply  (a)  to  full-time  salaried 
officers  and  employees  of  such  Institution 
or  an  affiliate  thereof,  or  (b)  to  a  direc¬ 
tor  of  any  other  financial  institution  or 
affiliate  thereof  if  neither  such  other  fi¬ 
nancial  institution  nor  any  financial  in¬ 


stitution  affiliate  thereof  has  an  office 
located  within  any  county  (or  similar 
political  subdivision)  or  standard  metro¬ 
politan  statistical  area  (SMSA)  in  which 
such  Insured  institution  has  an  office. 

(11)  Not  more  than  one  director  of  an 
Insured  Institution  may  be  a  director  of 
the  same  other  financial  institution  or 
affiliate  thereof. 

(ill)  No  director  of  an  insured  institu¬ 
tion  may  be  an  officer  or  employee  of  any 
other  financial  institution  or  affiliate 
thereof. 

(iv)  This  pari^raph  (b)(5)  does  not 
apply  to  a  financial  Institution  or  affiliate 
thereof  if  such  financial  Institution  is  an 
affiliate  of  such  Insured  institution. 

(c)  Officers.  No  officer  of  an  Insured 
institution  may  be  an  officer  or  employee 
of  any  other  financial  institution  or  affil¬ 
iate  thereof  unless  such  financial  insti¬ 
tution  is  an  affiliate  of  such  insured  in¬ 
stitution. 

(d)  Compliance  with  paragraphs  (b) 
and  (c).  (1)  General  requirements  con¬ 
cerning  compliance,  (i)  After  the  effec¬ 
tive  date  of  this  regulation,  no  Insured 
institution  need  comply  with  any  Con¬ 
dition  of  Insurance  or  provision  of  its 
Agreement  for  Operating  Policies  con¬ 
cerning  the  composition  of  its  board  ^f 
directors  or  its  officers,  pursuant  to 
which  it  1b  presently  operating,  unless 
paragraph  (b)  or  (c)  of  this  section  con¬ 
tains  a  corresponding  t3rpe  of  provision. 

(ii)  No  director  or  officer  of  an  Insured 
institution  may  assume  any  new  rela¬ 
tionship  with  any  person  or  entity  after 
the  effective  date  of  this  regulation 
which  would  result  in  a  violation  of 
paragraph  (b)  or  (c)  of  this  section. 

(2)  Compliance  dates,  (i)  No  person 
may  be  elected  or  appointed  as  a  direc¬ 
tor  or  officer  of  an  insured  institution 
(excluding  reelections  and  reappoint¬ 
ments)  after  the  effective  date  of  this 
regiilation  if  such  person’s  election  or 
appointment  would  result  in  a  violation 
of  paragraph  (b)  or  (c)  of  this  section, 
(li)  All  Insured  Institutions  must  be  in 
full  compliance  with  said  paragraphs  (b) 
and  (c)  after  such  Institution’s  1978  an¬ 
nual  meeting. 

(3)  Compliance  with  inconsistent  con¬ 
ditions  of  insurance  and  agreements  for 
operating  policies  prior  to  1978  annual 
meeting.  (1)  Unless  an  Insured  institu¬ 
tion  agrees  to  comply  fully  with  para¬ 
graphs  (b)  and  (c)  prior  to  its  1978  an¬ 
nual  meeting,  any  insured  Institution 
presently  operating  pursuant  to  any 
Condition  of  Insurance  or  provision  of 
its  Agreement  for  Operating  Policies 
concerning  the  composition  of  its  board 
of  directors  which  is  more  restrictive 
than  the  corresponding  type  of  provision 
in  paragraph  (b)  of  this  section  shall 
continue  to  operate  pursuant  to  such 
Condition  or  Agreement  provision  imtil 
such  meeting,  (ii)  Any  insured  institu¬ 
tion  presently  operating  pursuant  to  any 
Condition  of  Insurance  or  provision  of 
its  Agreement  for  Operating  Policies 
concerning  the  composition  of  its  board 
of  directors  or  its  officers  which  Is  less  re¬ 
strictive  than  the  corresponding  type  of 
provision  in  paragraph  (b)  or  (c)  of  this 
section  shall  at  least  be  in  compliance 
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with  such  less  restrictive  provision  until 
such  meeting. 

(e)  Other  employment.  No  insured  in¬ 
stitution  or  service  corporation  affiliate 
thereof  shall  permit  any  officer  or  em¬ 
ployee  to  work  for  any  affiliated  person 
of  such  Institution  during  the  hours  of 
his  employment  by  such  Institution  or 
service  corporation  unless  such  affiliated 
person  compensates  such  Institution  or 
service  corporation  for  the  time  during 
which  such  officer  or  employee  is  en¬ 
gaged  in  such  work. 

(f)  Excess  compensation.  Compensa¬ 
tion  paid  by  an  insured  institution  or 
service  corporation  affiliate  thereof  to 
directors,  officers  and  controlling  per¬ 
sons  of  such  institution  shall  not  be 
clearly  excessive  of  that  which  is  reason¬ 
able  and  commensurate  with  their  duties 
and  responsibilities.  In  determining 
whether  the  compensation  of  an  affili¬ 
ated  person  is  clearly  excessive  of  that 
which  is  reasonable  and  commensurate 
with  his  duties,  the  factors  to  be  con¬ 
sidered  by  the  Corporation  will  Include: 

(1)  The  compensation  paid  to  other  per¬ 
sons  employed  by  such  Institution  or 
service  corporation;  (2)  the  compensa¬ 
tion  paid  to  persons  performing  similar 
duties  In  comparable  insured  institutions 
or  service  corporations;  (3)  the  qualifica¬ 
tions  of  such  person;  (4)  the  size  and 
complexity  of  such  Institution  or  serv¬ 
ice  corporation,  (5)  the  financial  condi¬ 
tion,  Income  and  growth  record  of  such 
institution  or  service  corporation;  and 
(6)  generally  prevailing  economic  con¬ 
ditions. 

12.  Section  563.34  is  revised. 

§  56S34  Selection  of  depository. 

(a)  Definitions.  (1)  The  terms  “affili¬ 
ate”  and  “financial  institution”  as  used 
In  this  section  are  defined  in  §  563.33(a) . 
The  term  “affiliated  person”  as  used  in 
this  section  is  defined  In  §  561.29. 

(2)  Depository.  As  used  in  this  sec¬ 
tion,  the  term  “depository”,  when  used 
with  resi)ect  to  an  insured  institution, 
means  any  financial  institution  with 
which  such  Insured  institution  main¬ 
tains  ftmds  on  deposit. 

(3)  Interlock.  As  used  in  this  section, 
an  “interlock”  will  be  downed  to  exist  be¬ 
tween  an  Insured  institution  and  a  de¬ 
pository  whenever  such  depository  is  an 
affiliated  person  of  such  institution  or 
whenever  any  affiliated  person  of  such 
Insured  institution  is  a  director,  officer, 
or  controlling  person  of  such  depository 
or  of  an  affiliate  of  such  depository. 

(b)  Restriction.  (1)  Except  with  the 
prior  written  approval  of  the  Corpora¬ 
tion,  no  insured  institution  may  establish 
a  depository  relationship  with  a  deposi¬ 
tory  with  which  it  has  an  interlock  after 
the  effective  date  of  this  regulation  or 
maintain  any  such  depository  relation¬ 
ship  in  exlstrace  on  such  date  after  Its 
1978  annual  meeting. 

(2)  An  insured  institution  may  request 
approval  from  the  Corporation  to  estab¬ 
lish  or  maintain  a  depository  relation¬ 
ship  not  permitted  by  paragraph  (b)  (1) 
of  this  section.  Any  such  request  shall  be 
filed  with  a  Supervisory  Agent  of  the 
Corporation  at  the  Federal  Home  Loan 


Bank  ol  the  district  in  which  the  princi- 
ptd  office  of  such  institution  is  located. 

In  taking  action  with  respect  to  any  such 
request,  the  COTPoratlon  will  consider 
the  size  of  the  depository  relative  to  the 
deposits  maintained  by  such  insured  in¬ 
stitution,  the  amount  of  the  deposits  rel¬ 
ative  to  the  size  of  such  institution,  the 
degree  of  Interlocking  relationships,  and 
any  other  factor  which  may  have  a  detri¬ 
mental  effect  on  such  institution  or  in¬ 
vestors  or  depositors  therein  or  borrow¬ 
ers  therefrom. 

(3)  Authority  to  approve  and  disap¬ 
prove  requests  made  pursuant  to  para¬ 
graph  (b)  (2)  of  this  section  is  hereby 
delegated  to  the  Principal  Supervisory 
Agent  of  the  Corporation  at  the  Federal 
Home  Loan  Bank  of  the  district  in  which 
the  principal  office  of  the  insured  insti¬ 
tution  making  a  request  is  located. 

13.  Section  563.35  is  revised. 

§  563.S5  Restrictions  involving  loan 

services. 

(a)  Tie-in  prohibitions.  No  insured  in¬ 
stitution  may  grant  any  loan  on  the 
prior  condition,  agreement  or  under¬ 
standing  that  the  borrower  contract 
with  any  specific  i>erson  or  organization 
for  the  following: 

(1)  Insurance  services  (as  an  agent, 
broker  or  underwriter),  except  insur¬ 
ance  or  a  guarantee  provided  by  a  gov¬ 
ernment  agency; 

(2)  Building  materials  or  construction 
services; 

(3)  Legal  services  rendered  to  the  bor¬ 
rower;  or 

(4)  Services  of  a  real  estate  agent  or 
broker. 

(b)  Notice  with  respect  to  insurance 
oji  home  loans.  An  Insured  institution 
shall  notify  the  borrower  of  his  right  to 
freely  select  the  person  or  organization 
rendering  the  insurance  services  in  con¬ 
nection  with  a  loan  on  a  home  (as  de¬ 
fined  in  §  541.10-2  of  this  chapter)  oc¬ 
cupied  or  to  be  occupied  by  the  borrower 
at  or  prior  to  the  time  of  the  commit¬ 
ment  to  make  such  loan. 

(c)  Limitation  on  paragraphs  (a)  and 
(b).  Notwithstanding  paragraphs  (a) 
and  (b)  of  this  section,  an  insured  insti¬ 
tution  may  refuse  to  make  any  loan  if  it 
believes  on  reasonable  grounds  that  the 
insurance  services  provided  by  the  per¬ 
son  or  organization  selected  by  the  bor¬ 
rower  will  afford  insufficient  protection  to 
such  institution. 

(d)  Payment  of  attorney’s  fee  by 
home  borrowers.  In  connection  with  a 
loan  on  a  hcxne  (as  defined  in  5  541.10-2 
of  this  chapter)  occupied  or  to  be  oc¬ 
cupied  by  the  borrower,  an  insured  in¬ 
stitution  may  require  such  borrower  to 
reimburse  it  for  legal  services  rendered 
by  its  attorney,  or  to  directly  pay  such 
attorney  for  such  services,  only  if  (1) 
such  attorney’s  fee  is  limited  to  legal 
services  attributable  to  processing  and 
closing  such  loan  (and  not  unrelated 
services  performed  for  the  institution  by 
the  attorney) ,  (2)  such  fee  is  supported 

a  statement  prepared  by  on  b^alf 
of  such  attorney  which  describes  the 
legal  services  performed,  sets  forth  the 
time  spent  by  such  attorney  and  the 


houily  rate  or  other  basis  for  deter¬ 
mining  such  fee,  and  (3)  after  its  1978 
annual  meeting,  neither  such  attorney 
nor  any  attorney  in  his  law  firm  is  an 
affiliate  person  of  such  institution.  This 
paragraph  (d)  does  not  apply  to  an  at¬ 
torney  employed  on  a  full-time  sal-' 
aried  basis  by  such  institution  if  such 
attorney  receives  no  additional  comiJen- 
sation  for  providing  such  services. 

(e)  Payment  of  appraisal  fees  by  home 
borrowers.  In  connection  with  a  loan  on 
a  home  (as  defined  in  §  545.10-2  of  this 
chapter)  occupied  or  to  be  occupied  by 
the  borrower,  an  insured  institution  may 
require  such  borrower  to  reimburse  it  for 
appraisal  services  rendered  by  an  ap¬ 
praiser,  or  to  directly  pay  such  appraiser 
for  such  services,  after  its  1978  annual 
meeting,  only  if  neither  such  appraiser 
nor  any  appraise  in  his  appraisal  firm 
is  an  affilia^  person  of  such  institution. 
This  paragraph  (e)  does  not  apply  to  an 
appraiser  employed  on  a  full-time  sal¬ 
aried  basis  by  such  institution  if  such 
appraiser  receives  no  additional  com¬ 
pensation  for  providing  such  services. 

14.  Section  563.40  is  revised. 

§  563.40  Payment  of  fees  to  affiliated 
persons. 

(a)  Loan  procurement  fees.  No  affili¬ 
ated  person  of  an  insured  institution 
may  receive,  directly  or  indirectly,  from 
such  institution,  or  from  any  other 
source  any  fee  or  other  compensation  of 
any  kind  in  ccmnection  with  the  procure¬ 
ment  of  any  loan  from  such  institution 
or  service  corporation  affiliate  thereof. 

(b)  Kickbacks  and  unearned  fees.  The 
prohibitions  contained  in  sections  8(a) 
and  8(b)  of  the  Real  Estate  Settlement 
Procedures  Act  of  1974  (Public  Law  93- 
533)  shall  apply  to  any  fee,  kickback, 
thing  of  value,  and  siny  portion,  ^lit  or 
percentage  of  any  change  given  to  or  ac¬ 
cepted  by  any  insured  lnstltutl<m,  or 
service  con>oration  affiliate  or  affiliated 
person  thereof,  in  connection  with  any 
loan  or  real  property  made  by  an  insured 
institution  or  service  corporation  afflUate 
thereof,  without  regard  to  iriiether  the 
loan  is  within  the  term  “federally  related 
mortgage  loan”,  as  defined  in  section  3 
(1)  of  the  Act. 

15.  Section  563.41  is  revised. 

§  563.41  Tran8fM;tiom  with  affiliated 
persons  involyhig  real  property. 

(a)  Scope  of  section.  Section  584.3  of 
this  chapter  is  controlling  with  respect 
to  transactions  between  a  subsidiary  in¬ 
sured  Institution  of  a  savings  and  loan 
holding  company  (see  definititms  in 
§§  583.6,  583.11  and  583.14  of  this  chap¬ 
ter)  and  an  affiliate  of  such  institution 
(as  defined  in  §  583.15  of  this  chapter) . 

(b)  Prohibition.  Except  as  provided  In 
paragraph  (c)  of  this  section,  no  insured 
institution  or  service  corporation  affiliate 
thereof  may,  either  directly  or  indirectly, 
purchase  from,  jointly  own  with,  sell  to 
or  lease  from  an  affiliated  person  of  such 
institution  any  interest  in  real  property. 

(c)  Exception  for  office  building  leases. 
The  prohibition  set  forth  in  paragraph 
(b)  of  this  section  does  not  aivly  to  a 
joint  ownership  existing  on  the  effective 
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date  of  this  regulation,  or  to  any  lease  by 
an  insured  institution  or  service  corpora¬ 
tion  affiliate  thereof  of  property  on  which 
such  institution  or  service  corporation 
maintains  an  office  if  such  lease  is  in 
existence  on  such  date.  However,  no  such 
lease  may  be  renewed  without  prior  writ¬ 
ten  approval  of  the  Corporation,  and  any 
request  for  such  approval  shall  be  filed 
with  a  Supervisory  Agent  of  the  Cor¬ 
poration  at  the  Federal  Home  Loan  Bank 
of  the  district  in  which  the  principal  of¬ 
fice  of  such  institution  or  service  cor¬ 
poration  is  located.  No  such  approval  will 
be  granted  without  a  showing  by  the 
insiu*ed  institution  or  service  corpora¬ 
tion  that  the  terms  of  such  renew^  are 
fair.  If  such  lease,  as  so  renewed,  would 
expire  on  or  after  January  1,  1980,  such 
institution  or  service  corporation  shall 
also  show  that  there  is  no  other  suitable 
location  for  the  office  or  that  moving 
to  another  location  would  cause  undue 
hardship. 

(d)  Delegation  to  principal  supervisory 
agents.  Authority  to  approve  and  disap¬ 
prove  requests  made  pursuant  to  para¬ 
graph  (c)  of  this  section  is  hereby  dele¬ 
gated  to  the  Principal  Supervisory  Agent 
of  the  Corporation  at  the  Federal  Home 
Loan  Bank  in  the  district  in  which  the 
principal  office  of  the  insmed  institution 
making  the  request  is  located. 

16.  Section  563.42  is  revised. 

§  563.42  Independent  office  facilities. 

(a)  Terms.  (1)  The  terms  “affiliate” 
and  “financial  Institution”  as  used  in  this 
section  are  defined  in  §  563.33(a). 

(2)  For  the  purposes  of  this  section, 
the  quarters  of  an  insured  institution 
may  be  considered  “Ind^jendent”  even 
though  located  in  the  same  office  build¬ 
ing  as  the  office  quarters  of  some  other 
financial  Institution  or  affiliate  thereof, 
or  of  a  business  of  the  type  described  in 
paragraph  (a)  (4)  of  this  section. 

(3)  For  the  purposes  of  this  section, 
the  term  “branch  office”  refers  to  any  of¬ 
fice  of  an  Insured  institution  (other  than 
its  principal  office)  at  which  savings  ac¬ 
count  transactions  are  effected,  which 
occupies  more  than  1,000  square  feet  of 
floor  space,  and  which  has  more  than 
four  teller  stations  operated  by  employees 
of  such  Institution. 

(4)  Hie  “businesses”  referred  to  in 
paragraph  (b)  of  this  section  are  busi¬ 
nesses  which  are  materially  engaged  in 
tJie  fbUowtng  activities:  Underwriting, 
reinsuring,  agency  or  brokerage  services 
involving  homeowners’,  credit  life,  credit 
health  and  accident^  private  mortgage  or 
title  Insurance;  consiuner  finance  com¬ 
pany  activities;  mobile  home  manufac¬ 
turing  or  sales;  building  material  or 
sui^ly  sales;  real  estate  development  or 
Investment;  building  construction;  real 
estate  sales;  property  management; 
mortgage  banking;  appraisals;  escrow, 
abstract,  or  deed  of  trust  services;  title 
examinations;  and  legal  services.  A  busi¬ 
ness  will  be  de«ned  materially  engaged 
in  an  activity  if  15  percent  or  more  of  its 
annual  gross  income  is  derived  from  such 
activity. 

(b)  Requirements.  Each  principal  or 
branch  office  of  an  Insured  institution 


shall  be  located  In  quarters  Independent 
of  other  fiixanclal  institutions  and 
affiliates  thereof  and  of  the  types  of  busi¬ 
nesses  described  in  paragraph  (a)  (4)  of 
this  section.  The  requirements  In  the 
previous  sentence  do  not  apply  to 
affiliates  of  such  insured  institution 
which  are  service  corporations,  parent 
companies  of  affiliates  of  parent  com¬ 
panies. 

(c)  Exception  for  existing  leases.  The 
requirements  set  forth  in  paragraph  (b) 
of  this  section  do  not  affect  any  lease  by 
or  from  an  insured  institution  in  exist¬ 
ence  on  the  effective  date  of  this  regula¬ 
tion.  However,  no  such  lease  shall  be  re¬ 
newed  without  prior  written  approval  of 
the  Corporation  and  any  request  for  such 
approval  shall  be  filed  with  a  Supervisory 
Agent  of  the  'Corporation  at  the  Federal 
Home  Loan  Bank  of  the  district  in  which 
the  principal  office  of  such  institution  is 
located.  No  such  approval  will  be  granted 
without  a  showing  by  the  insured  in¬ 
stitution  that  the  terms  of  such  renewal 
are  fair.  If  such  a  lease  by  an  insured  in¬ 
stitution,  as  so  renewed,  would  expire  on 
or  after  January  1, 1980,  such  Institution 
shall  also  show  that  there  is  no  other 
suitable  location  for  the  office,  or  that 
moving  to  another  location  would  cause 
undue  hardship.  If  such  a  lease  from  an 
insured  institution,  as  so  renewed,  would 
expire  on  or  after  January  1,  1980,  then 
such  institution  shall  also  show  that 
there  is  no  other  suitable  location  for  ttie 
lessee,  that  moving  to  another  location 
would  cause  undue  hardship  for  such 
lessee,  or  that  there  is  no  other  suitable 
lessee. 

(d)  Delegation  of  authority  to  prin¬ 
cipal  supervisory  agents.  Authority  to  ap¬ 
prove  or  disapprove  requests  pursuant  to 
paragraph  (c)  of  this  section  is  hereby 
delegated  to  the  Principal  Supervisory 
Agent  of  the  Corporation  at  the  Federal 
Home  Loan  Bank  in  the  district  in  which 
the  principal  office  of  the  insured  institu¬ 
tion  making  the  request  is  located. 

17.  Section  563.43  is  revised. 

§  563.43  Loans  involving  affiliated  per¬ 
sons. 

(a)  Scope  of  section.  Section  584.3  of 
this  chapter  is  controlling  with  respect 
to  transactions  between  a  subsidiary  in¬ 
sured  institution  of  a  savings  and  loan 
holding  company  (see  definitions  In 
§§  583.6,  583.11  and  583.14  of  this  chap¬ 
ter)  and  an  affiliate  of  such  institution 
(as  defined  in  §583.15  of  this  chapter). 

(b)  Prohibitions  concerning  transac¬ 
tions  with  afflUated  persons.  (l)(i)  No 
Insmed  institution  or  service  corporation 
affiliate  thereof  may,,  either  directly  or 
indirectly,  make  a  loan  to  any  affiliated 
person  of  such  Institution  or  purchase 
such  a  loan. 

(li)  The  prohibitions  in  paragraph 
(b)  (1)  (1)  of  this  section  do  not  apply  to 
the  following  tirpes  of  loans: 

(a)  Loans,  secured  by  a  single-family 
dwelling  owned  and  occupied  as  the  bor¬ 
rower’s  principal  dwelling  place; 

(b)  Loans  for  constructing,  adding  to. 
Improving,  altering,  repairing,  equip¬ 
ping.  or  furnishing  a  single-family 
dwelling  owned  and  occupied  as  the  bor¬ 
rower’s  principal  dwelling  place; 


(c)  Loans  secured  by  a  mobile  home 
owned  and  occupied  as  the  borrower’s 
principal  dwelling  place; 

id)  Loans  secm^  by  savings  accounts 
maintained  by  the  affiliated  person  at 
the  institution; 

(e)  Loans  for  payment  of  educational 
expenses;  and 

(/)  Consumer  loans. 

(2)  No  insured  institution  or  service 
corporation  affiliate  thereof  may  invest, 
directly  or  indirectly,  in  the  stock,  bonds, 
notes  or  other  securities  of  any  affiliated 
person  of  such  institution. 

(3)  No  insured  institution  or  service 
corporation  affiliate  thereof  may,  directly 
or  indirectly,  purchase  securities  under 
a  repurchase  agreement  from  any  affili¬ 
ated  person  of  such  institution. 

(c)  Prohibitions  concerning  transac¬ 
tions  with  third  persons.  No  insured  in¬ 
stitution  or  service  corporation  affiliate 
thereof  may,  directly  or  indirectly: 

(1)  Make  any  loan  to,  or  purchase 
(other  than  through  a  secondary  market 
such  as  the  Federal  Home  Loan  Mort¬ 
gage  Corporation)  any  such  loan  made 
to,  any  third  party  on  the  security  of 
property  acquired  directly  from  any  affil¬ 
iated  person  of  such  institution. 

(2)  Make  a  loan  to,  or  purchase  a 
loan  made  to,  any  third  party  secured 
by  real  property  with  respect  to  which 
any  affiliate  person  of  such  Institution 
holds  a  security  interest; 

(3)  Accept  the  stock,  bonds,  notes  or 
other  securities  of  any  affiliated  person 
of  such  institution  as  security  for  a  loan 
to  any  third  party  made  or  purchased  by 
such  institution  or  service  corporation 
affiliate  thereof ; 

(4)  Maintain  a  compensating  balance 
with  respect  to  a  loan  made  by  any  third 
party  to  any  affiliated  person  of  such 
institution;  or 

(5)  Enter  into  any  guarantee  arrange¬ 
ment  or  make  any  takeout  commitment 
with  respect  to  a  loan  made  by  any  third 
party  to  any  affiliated  person  of  such 
institution. 

18.  Section  563.45  is  revised. 

§  563.45  Disclosure. 

(a)  Statement  of  Transactions  Involv¬ 
ing  AfflUated  Persons.  With  respect  to 
each  annual  meeting  held  twelve  months 
after  the  effective  date  of  this  section, 
each  insured  Institution  shall  prepare  a 
Statement  of  Transactions  Involving  Af¬ 
filiated  Persons  clearly  setting  forth  the 
information  described  in  paragraph  (b) , 
of  this  sectiMi  and  shall  provide  copies 
of  such  statement  to  persons  having  vot¬ 
ing  rights  in  such  institution  and  to  the 
Principal  Supervisory  Agent  in  accord¬ 
ance  with  paragraph  (c)  of  this  section. 
Each  such  statement  shall  cover  a  pe¬ 
riod  of  approximately  twelve  months, 
ending  within  120  days  of  the  forthcom¬ 
ing  annual  meeting.  Such  statements 
shall  be  consecutive.  Such  statements 
need  not  include  information  as  to  any 
loan  transaction  Involving  an  affiliated 
person  of  such  institution  unless  the  in- 
siu%d  institution  or  service  corporation 
affiliate  making  such  loan  knew  or  had 
reason  to  know  of  such  person’s  involve¬ 
ment  In  such  loan  transaction. 
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(b)  Information  to  he  contained  in 
each  Statement  of  Transactions  Involv¬ 
ing  Affiliated  Persons.  (1)  Each  State¬ 
ment  of  Transactions  Involving  Affiliated 
Persons  prepared  by  an  insured  institu¬ 
tion  shall  contain  the  following  informa¬ 
tion  with  respect  to  loans  made  by  such 
institution  or  any  service  corporation  af¬ 
filiate  thereof  during  the  period  covered 
by  such  statement  to  any  affiliated  per¬ 
son  of  such  Institution,  or  any  business 
entity  of  which  such  person  was  an  of¬ 
ficer  or  partner: 

(1)  The  name  of  each  such  person  or 
entity  receiving  one  or  more  loans  total¬ 
ing  at  least  $10,000; 

(li)  A  description  of  the  affiliation 
with  such  institution  of  such  person  or 
entity;  and 

(iii)  A  brief  description  of  the  loan 
transactions  involving  such  person  or  en¬ 
tity.  Including  dollar  amounts  and  in¬ 
terest  rates, 

(2)  Each  Statement  of  Transactions 
Involving  Affiliated  Persons  prepared  by 
an  Insured  institution  shall  contain  the 
following  Information  with  respect  to 
loans  made  by  such  institution  and  any' 
service  corporation  affiliate  thereof  dur¬ 
ing  the  period  covered  by  such  statement 
in  connection  with  which  any  affiliated 
p>erson  of  such  institution,  or  any  busi¬ 
ness  entity  of  which  such  person  was  an 
officer  or  partner,  acted  as  attorney  for 
such  institution  or  service  corporation, 
appraiser,  escrow  agent,  insurance 
agent/broker,  real  estate  agent/broker, 
supplier  of  title  examination  or  abstract 
services,  or  underwriter  of  title  or  other 
required  Insurance: 

(1)  The  name  of  each  such  person  or 
entity  receiving  fees  or  other  compensa¬ 
tion  totaling  at  least  $10,000  for  acting 
In  one  or  more  of  such  capacities; 

(ii)  A  description  of  the  affiliation 
with  such  institution  of  such  person  or 
entity; 

(iii)  Each  capacity  or  type  of  service 
for  which  fees  or  other  compensation 
were  received  by  such  person  or  entity; 

(iv)  The  aggregate  fees  or  other  com¬ 
pensation  received  In  each  capacity  In 
which  such  person  or  entity  acted;  and 

(v)  With  respect  to  attorneys,  apprais¬ 
ers  and  escrow^  agents,  the  portion  of  the 
fees  and  other  compensation  received 
by  each  such  person  or  entity  In  relation 
to  the  total  payments  received  for  each 
such  service  in  connection  with  all  loans 
by  such  institution  and  its  service  cor¬ 
poration  affiliates. 

(3)  Each  Statement  of  Transactions 
Involving  Affiliated  Persons  prepared  by 
an  insured  Institution  shall  contain  the 


following  Inforfation  with  respect  to 
loans  made  by  such  institution  and  any 
service  corporation  affiliate  thereof  dur¬ 
ing  the  period  covered  by  such  state¬ 
ment  in  connection  with  which  any  af¬ 
filiated  person  of  such  institution,  or  any 
business  entity  of  which  such  person 
was  an  officer  or  partner,  acted  as  a 
builder,  building  materials  supplier  or 
building  subcontractor: 

(1)  The  name  of  each  person  or  entity 
receiving  fees  or  other  compensation  to¬ 
taling  at  least  $10,000  for  acting  in  one 
or  more  of  such  capacities; 

(li)  A  description  of  the  affiliation 
with  such  institution  of  such  person  or 
entity; 

(iii)  Each  capacity  and  type  of  goods 
or  services  furnished  for  which  such 
payments  were  received;  and 

(iv)  The  aggregate  payments  received 
in  each  capacity  in  which  such  person 
or  entity  acted, 

(c)  Availability  of  each  Statement  of 
Transactions  Involving  Affiliated  Per¬ 
sons.  (1)  General  availability.  Each  in¬ 
sured  institution  shall  provide  a  copy  of 
its  most  recent  Statement  of  Transac¬ 
tions  Involving  Affiliated  Persons  and  of 
the  two  statements  immediately  preced¬ 
ing  such  statement,  upon  request  and  at 
any  time,  to  any  person  then  having 
voting  rights  In  such  institution. 

(2)  Availability  in  connection  with  an¬ 
nual  meetings — (i)  Persons  having  vot¬ 
ing  rights.  At  least  20  days  before  each 
annual  meeting  held  on  or  after  January 
1,  1878,  each  Insured  institution  (other 
than  institutions  of  the  type  described  in 
the  last  sentence  of  paragraph  (c)  (2)  (i) 
of  this  section)  shall  either: 

(a)  Mail  a  copy  of  its  statement  for  the 
period  ending  within  120  days  of  such 
meeting  to  each  person  known  to  have 
voting  rights  in  such  institution  at  the 
time  of  such  mailing,  or 

(b)  Mall  a  notice  to  each  such  person 
that  a  copy  such  statement  is  avail¬ 
able  upon  request  at  the  principal  and 
all  branch  offices  of  such  Institution  or 
by  mall,  or 

(c)  Have  copies  of  such  statement 
available  on  or  near  the  counter  or  other 
structure  where  savings  account  deposit 
and  withdrawal  forms  are  kept  lu  its 
principal  and  each  branch  office,  con¬ 
tinue  to  have  copies  so  available  until  the 
date  of  such  meeting,  and  post  a  con¬ 
spicuous  notice  in  the  lobby  of  each  such 
office  to  the  effect  ttiat  copies  of  such 
statement  are  available. 

Each  Institution  which  sends  persons 
having  voting  rights  written  notice  by 
mall  of  an  annual  meeting  shall  Include 
with  such  notice  either  a  copy  of  its 


statement  for  the  period  ending  within 
120  days  of  such  meeting,  or  a  notice  that 
a  copy  of  such  statement  is  available 
upon  request  at  the  principal  and  each 
branch  office  of  such  institution  or  by 
mail. 

(il)  Principal  supervisory  agents.  At 
least  120  days  before  each  annual  meet¬ 
ing  held  on  or  after  January  1, 1978,  each 
insured  institution  shall  mail  three  cop¬ 
ies  of  its  statement  for  the  period  ending 
within  120  days  of  such  meeting  to  the 
Principal  Supervisory  Agent  of  the  Cor¬ 
poration  at  the  Federal  Home  Loan  Bank 
of  the  district  in  which  the  principal  of¬ 
fice  of  such  Institution  is  located. 

(3)  Copies  of  statements  to  be  pro¬ 
vided  without  charge.  All  copies  of  state¬ 
ments  provided  pmsuant  to  this  section 
shall  be  provided  without  charge. 

(d)  Definition  of  affiliated  person.  As 
used  in  this  section,  an  affiliated  person 
of  an  insured  institution  means: 

(1)  A  director,  officer  or  controlling 
person  of  such  institution; 

(2)  The  spouse  of  any  such  director, 
officer  or  controlling  person; 

(3)  The  immediate  families  of  the 
persons  listed  in  paragraidi  (c)  (1) ;  and 

(4)  Any  corporation,  partnership, 
trust  or  similar  organization  In  which 
any  of  the  persons  listed  tn  paragraphs 
(c)(1)  or  (c)(3),  either  directly  or  in¬ 
directly  (other  than  through  the  Insured 
institution),  has  an  equity  or  Income 
beneficiary  interest  of  10  percent  or  more 
individually  or  15  percent  or  more  col¬ 
lectively  with  any  other  such  persons. 
For  the  purpose  of  this  section,  any  per¬ 
son  listed  in  paragraphs  (c)  (1)  or  (c)  (3) 
will  be  deemed  to  have  an  equity  or  in¬ 
come  ben^ciary  interest  in  an  organiza¬ 
tion  in  which  such  person’s  spouse  has  an 
interest. 

(e)  Effect  of  section.  Disclosure  under 
this  section  does  not  restrict  the  Cbr- 
poration’s  authority  to  take  appropriate 
action  as  to  unsafe  or  unsound  practices, 
or  violations  of  law  or  regulation,  re¬ 
specting  the  matters  disclosed. 

(Secs.  402,  403,  407.  48  Stat.  1256,  1257,  1260, 
as  amended;  12  n.S.C.  1725,  1726,  1730.  Sec. 
5A,  47  Stat.  727,  as  amended  by  see.  1,  64 
Stat.  256,  as  amended,  sea  17,  47  Stat.  736, 
as  amended;  12  U.S.O.  1426a,  1487.  Sea  5,  48 
Stat.  132,  as  amended;  12  nA.O.  1464.  Re^. 
Plan  No.  3  of  1947, 12  FB  4981,  3  CFB,  1948-48 
Comp.,  p.  1071). 

By  the  Federal  H(xne  Loan  Bank 
Board. 

[SEAL]  Oraot  Perry,  Jr., 

Acting  Chairman. 

[FR  Doc.75-25289  Filed  9-2e-75;8:46  am] 
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